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BIG TICKET WASTE: ARE EMPTY FEDERAL
BUILDINGS EMPTYING THE TAXPAYERS’
WALLETS?

MONDAY, FEBRUARY 6, 2006

U.S. SENATE,
SUBCOMMITTEE ON FEDERAL FINANCIAL MANAGEMENT,
GOVERNMENT INFORMATION, AND INTERNATIONAL SECURITY,

OF THE COMMITTEE ON HOMELAND SECURITY
AND GOVERNMENTAL AFFAIRS,
Washington, DC.

The Subcommittee met, pursuant to notice, at 10 a.m., in room
3087, Cardiss Collins Post Office, 433 W. Harrison Street, Chicago,
Illinois, Hon. Tom Coburn, Chairman of the Subcommittee, pre-
siding.

Present: Senators Coburn and Carper

Also present: Senator Obama.

OPENING STATEMENT OF SENATOR COBURN

Senator COBURN. I welcome you to this hearing and welcome
Senator Obama, and Senator Carper shall be here shortly. And I
want to especially thank the Postal Service for their help in both
arranging the hearing and also the information that they’ve been,
and the assistance they’'ve given to my Subcommittee staff.

Senator Carper and I held 21 Subcommittee hearings last year.
We'll hold about 42 hearings this year in terms of highlighting the
problems of both in terms of inefficiency, government waste, lack
of planning, lack of accountability, and lack of transparency.

There is a significant problem in terms of Federal ownership of
buildings, both in terms of the costs associated with those build-
ings, the maintenance costs, the efficiency with which we handle
them. The long term maintenance costs, and the decisionmaking
process under which those buildings are managed.

It is also, we discovered in one of our other hearings that very
rarely does the Federal Government now consider lease purchase
arrangements. They don’t do that because of the way CBO scores
that in terms of charging the complete lease costs to the building
at the time, even though it’s a poor financial decision, we make a
decision that helps make the budget numbers look well and better,
but at the same time in the long term hurts our children.

Senator Obama and I have worked together on multiple items in
terms of trying to control spending and efficiency in transparency
throughout the Federal Government. The underlying problem is:
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Last year the Federal Government spent $500 billion more than
what it took in. The debt increased by $520 billion. That comes to
$1,700 per man, woman, and child in this country. If you amortize
that over 30 years, you're talking about $30,000 a year that we’re
adding to our children’s debt.

This is just one small hearing among many in the oversight hear-
ings that the Congress is going to conduct this year to look at how
we get better. How do we do things more appropriately, more effi-
ciently. How do we utilize the information that a lot of the agencies
know but don’t have the ability to do because Congress has either
hamstrung them with regulation or laws that limit their ability to
function in a proper financial manner that will, in fact, promote ef-
ficiency and save them money.

Our goal through this hearing is to listen, to not make judgments
at this hearing, but also to consider the things that maybe Con-
gress ought to be trying to do to make this more efficient. The
President issued an executive order in February 2004 that put, for
the first time, a demand that Federal real property be managed.
There’s a Real Property Council that has now come forward, and
it’s our hope that through this process, and what we can do in
terms of oversight, that we can assist in the management of the
real assets.

A couple of problems that we’ve noticed in looking and preparing
for this hearing: One is the private sector utilization of square foot-
age is about one third the amount of the Federal Government’s uti-
lization per square footage doing exactly the same thing. That’s a
question that raises some very disturbing problems for us to look
at in the long run. The other thing is that the cost often times is
greater, both in terms of the management cost and the acquisition
cost. And that is even after you discount for the specificity and spe-
cialized characteristics of government buildings.

The one thing we do know is up until December of this year, the
Federal Government had no idea what it really owns, and has no
complete record of the condition of those assets, the availability of
those assets, the efficiency of those assets. Through the executive
order issued in February 2004, that is starting to come together
and the Real Property Council is starting to put that together. We
think that’s a good trend, but we think probably more needs to be
done. And it’s my hope that during this hearing that we’re enlight-
ened, and the gentlemen that are going to be testifying before us
can help us in terms of making decisions to ease this or tell us
where else to look to make us better stewards of the taxpayer’s
money when it comes to building.

I want to thank Senator Barack Obama for being here. I thank
him also for his friendship and the way he’s worked with me in
Congress thus far, and I would like to turn it over to him. Senator
Obama.

[The prepared statement of Senator Coburn follows:]
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Chairman’s Statement
Senator Tom Coburn, M.D. (R-OK)
Big Ticket Waste: Are Empty Federal Buildings Emptying
the Taxpayers’ Wallets?
February 6, 2006

Welcome. T want to thank you for joining me and my Senate colleagues here in the
windy city. It’s always a pleasure to get out of the alternate universe of Washington, DC and
visit with plain-dealing Americans. Americans have common sense, and Americans understand
the basics of financial management. Senator Carper and | have been trying to bring some of
these basics back to Washington and apply them to the Federal government.

We are here today to bring some sunshine to a problem with wasted and unused Federal
space. And unfortunately, the “poster child” for this problem is just across the street from us.
The 2.5 million square foot post office has been vacant since 1997 — that's 9 years. Nine years
of maintenance costs. Nine years of lost potential rental income if we’d rented it out. Nine years
without the profit we could bave applied to improving the postal system or keeping postal rates
low, had we sold the building when we first vacated it. Or maybe nine years a non-profit group
could have been putting that building to public use such as serving the homeless.

You see, wasted, unnecessary Federal space isn’t just a nuisance, or an eye-sore, or a
wasted opportunity. It's actually robbing the country of what we should be getting for our
money. But it’s not just us being robbed. When you consider the unsustainable growth of
programs like Social Security and Medicare, and the promises we won’t be able to afford to keep
for our children and grandchildren, then the waste across the street is actually robbing future
generations of their quality of life.

{t’s hard to imagine that, sitting here in the heart of downtown Chicago, you wouldn’t see
developers lining up to buy that building. And in fact, to its credit, the Postal Service HAS been
trying to get rid of the building for a long time. But the legal and regulatory barriers that previous
Congresses and Administrations have erected have made it all but impossible.

This isn’t an easy topic to get people excited about. But it’s a big problem. Or at least,
we think it is. The fact is, your Federal government doesn’t actually know how much space it
needs and doesn’t need. Nobody keeps track in any systematic way. Until President Bush took
office, nobody had the authority to demand the information be collected across the whole
government.

Here’s what we do know. The Federal government has about $328 billion in real estate
assets worldwide. Given a Federal workforce of 4.1 million civilian and uniformed personnel,
that means we are putting an $80,000 roof over every single Federal employee’s head. Put
another way, the Federal government owns over 2.8 billion square feet of building space. That
means we house each Federal employee with almost 700 square feet of office space. How many
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square feet are in YOUR office? Mine is about 450 square feet, and [ used to think 1 had a pretty
nice set-up!

Now these statistics aren’t real in the sense that we don’t really give every employce a
700-square-foot office. But the fact that these numbers are so over the top tells us something
about excess Federal space. We could not possibly be using all this space.

GSA estimates that the government owns more than 415,000 buildings and pays rent on
72,000 leases. Our annual rent bill is $6.7 billion. That means we have a whole Federal building
for every 8 Federal employees. And Americans pay over $1,600 in rent on leased space for
every single Federal employee. Every facility that we rent instead of own means that the
taxpayers gain no equity during years and years of leasing. As we discovered in a hearing last
year, these leasing arrangements are usually in the form of the most costly leasing schemes
possible ~ called “operating leases.”

Not all the blame, however, can be laid on the agencies. The statutory hoops an agency
must jump through in order to get rid of property make it almost impossible to dump a property
and they create a slew of disincentives to do so. For instance, once an agency decides it wants to
get rid of a facility, it has to offer the building up, potentially at a loss for the taxpayers, to non-
profit groups for public use. If it gets no takers, it then has to make discounted offers to local
and state governments. Then, and only then, can the agency sell the building at market rates. Of
course, when it does so, the agency will appropriately have to put the money from the sale into
the Federal treasury rather than stuffing its own pockets. Under these conditions, it’s easy to see
why agencies procrastinate addressing the serious problem of wasted and unnecessary facilities.
Taxpayers and their representatives in Congress must demand action.

To that end, here are some key steps that need to happen on the path back to fiscal sanity:

1. Responsibility for ALL Federal property needs to be centralized. Some could argue
about whether the responsibility should rest with each agency head only, or with GSA
only, but it can no longer be split between the two. OMB has performed some useful
coordination, but the real authority for fixing our broken real property mismanagement
must rest with one identifiable person.

2. The Federal Gevernment must keep records of what it owns and leases. 1t’s
embarrassing that we haven’t even gotten this far. One of the first principles of
accountability is transparency.

3. The Federal Government needs a set of criteria for designating a building as
“excess” or not. These criteria may vary from agency to agency, but the criteria need to
be written, standardized to a reasonable degree, and applied consistently and predictably
to every Federal property.

4. The Federal Government needs to assess the monetary value of its excess space and
factor that into its budget process. Once a regularized process is in place for
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designating a property as excess, then the financial value of that asset needs to be
determined and applied to the overall Federal budgeting process. As the President
prepares his budget cach year, he needs to know what assets he’ll have coming in from
disposed property so that he can factor those proceeds in before he makes a request of
Congress for ever-increasing appropriations.

Every American family understands that when they sell their home, they will be able to use
the profit to meet other needs or to invest in a different home. People don’t usually buy a new
car until they sell their old one and they know how much they’re going to get for it. Americans
should demand no less common sense in their government’s financial management than they
would in the management of their own households.

We’re not here to chastise the Administration. President Bush inherited this situation — both
the quantity of excess property and the statutory and regulatory barriers to getting rid of it. He
has made commendable first steps in the right direction and I look forward to working with the
Administration to move the process even further along.

[ want to thank all the witnesses for being here today, including the VA, the Department of
Defense, GAQO, and GSA. I especially want to thank the U.S. Postal Service for testifying, but
also for hosting us and being particularly helpful to my staff in preparation for this hearing.

(93]
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TESTIMONY OF HON. BARACK OBAMA, A U.S. SENATOR FROM
THE STATE OF ILLINOIS

Senator OBAMA. Thank you so much. Well, thanks so much to
Chairman Coburn. I want to thank Senator Carper in advance. I
know that he’ll be here in a second. And obviously I want to wel-
come both of you to Chicago. Having worked with both Senator
Coburn and Senator Carper, I have to say that both of them are
outstanding Senators and both of them operate with great convic-
tion. And I think this hearing is a testimony to that. You have to
have a lot of conviction to schedule a hearing in Chicago in Feb-
ruary, particularly when it starts off with a tour of an unheated
postal building.

Senator COBURN. We missed you.

Senator OBAMA. Yes. I've seen it before. Now I'm not a member
of this Subcommittee, but the subject today is of great importance
to me, one that I'm pleased to participate in. I appreciate the pan-
elists who are going to be taking the time to enlighten us on some
of these issues. I know that you guys have busy schedules, and I
appreciate you recognizing the gravity of the problem.

I think Senator Coburn outlined the problem well. Regardless of
what side of the aisle you're on, whether you’re a Republican, Dem-
ocrat, Conservative, or a Liberal, one thing that’s clear is that this
country is in dire financial straits. We’ve got a Federal budget def-
icit that will exceed $400 billion this year. By the end of 2006, we
will have spent the same amount of money on the wars in Iraq and
Afghanistan. The cost of reconstruction in the gulf coast as a con-
sequence of Hurricane Katrina and Rita will easily exceed at least
$100 billion.

At the same time, we in Congress face a whole host of difficult
choices about how we’re going to fund important domestic pro-
grams that are important to average Americans, programs like
Medicare, Medicaid, and Student Aid. Today we know that the
President will release his budget for next year. We have no doubt
that we will probably see additional cuts in these important pro-
grams, even as were going to be continuing to ask taxpayers to
spend additional monies to deal with the war in Iraq and Afghani-
stan.

So, given the financial crisis facing our country, I think it’s in-
cumbent upon our government agencies to function as effectively
and as efficiently as possible with limited resources at its disposal.
Which brings us to the subject of today’s hearing. Insuring that the
Federal Government manages its assets in the most cost effective
way is a critical goal. Clearly, it’s not going to close a $400 billion
budget shortfall. It’s not going to address some of the structural
imbalances between revenues and expenditures. I think Senator
Coburn and I both agree on that. But it’s an important step in the
right direction.

A more efficient property management system would get un-
needed and underutilized properties off the government books more
rapidly. It would provide Federal agencies with much needed funds
that could be used to provide direct services to the American peo-
ple. And it certainly doesn’t make sense for taxpayers to continue
spending money on holding costs for vacant buildings, like the one
that Senator Coburn and Senator Carper just took a tour of, build-
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ings that the government doesn’t need or doesn’t want. Particularly
as is the case here where there are private interests involved, and
we're talking about prime real estate.

Selling unneeded Federal property also has the additional benefit
of spurring economic development especially in places like Chicago
where commercial real estate in downtown areas is always at a
premium.

So what I hope we can accomplish today is to learn a little more
about the process of how the government determines which prop-
erties to keep and which properties to sell, and in doing so maybe
we can identify some of the pitfalls that exist and figure out how
we can improve the system overall. This is just the start of an un-
dertaking that’s going to require a sustained commitment by all
branches of government. And I'm very appreciative that Senator
Coburn and Senator Carper should be commended for conducting
this oversight process.

Just one last note. Senator Coburn mentioned that he and I have
been working on quite a few issues. We joined together to see if we
could encourage better oversight of the process of spending for gulf
coast reconstruction. He and I have been concerned about no-bid
contracts, and we’re working on a variety of other fronts to see if
we can improve the fiscal management in Washington.

Maybe it’s because we’re both new that we’re naive enough to
think that the process can change. But people often are curious
how is it that a Democrat from Chicago and a Republican from
Oklahoma see eye to eye on this stuff. A lot of times the media por-
trays Republicans and Democrats as opposed when it comes to
budget battles.

Here would be my argument; that if you are progressive and you
care about government helping out the vulnerable, and you are
concerned with the government’s ability to provide services, then
you should be more conservative when it comes to how a govern-
ment spends its money than just about anybody. We can’t afford
to waste money. We don’t have enough money right now to provide
enough student loans for the students who need it. We don’t have
enough money to provide health care to all the people who need it.
And so from my perspective at least, I think it makes perfect sense
to be a fiscal hawk because every dollar that’s wasted on a building
that’s not being used, is a dollar that could have been sent to some-
body who really needs help. And I think Senator Coburn agrees
with me on that.

So with that, I appreciate very much your time.

Senator COBURN. Thank you Senator Obama. I'm going to intro-
duce our panel and we will recognize you, and then after we have
heard from all the panel, then we’ll go through questions.

First is Mark Goldstein of the Government Accountability Office.
Mr. Goldstein is Director of Physical Infrastructure Issues at the
U.S. Government Accountability Office. He is responsible for the
agency’s reviews, audits, and investigations in Federal property,
telecommunications, and special projects. He has done a great deal
of work in recent years on the government’s management of real
property assets. Mr. Goldstein.
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TESTIMONY OF MARK L. GOLDSTEIN,! DIRECTOR, PHYSICAL
INFRASTRUCTURE TEAM, U.S. GOVERNMENT ACCOUNTABIL-
ITY OFFICE

Mr. GOLDSTEIN. Good morning. Thank you very much, Mr. Chair-
man, Senator Obama.

Senator OBAMA. How are you sir?

Mr. GOLDSTEIN. Good, thank you. I thank you for the opportunity
to testify today on our work related to Federal real property and,
in particular, the problems with excess and underutilized property.

As you know, at the start of each new Congress since 1999, we
have issued a special series of reports entitled the Performance and
Accountability Series: Major Management Challenges and Program
Risks. In January 2003, we designated Federal real property as a
high-risk area as part of this series, and we issued an update on
this area in January 2005. We identified excess and underutilized
property as one of the major reasons for the high-risk designation.

Other reasons included deteriorated property, unreliable real
property data, over-reliance on costly leasing, which you, Mr.
Chairman, held a hearing last fall, and the challenges associated
with protecting these assets from terrorism. My testimony today
will discuss one, our designation of Federal real property as a high-
risk area, focusing on excess and underutilized property, and two,
describe various efforts to address the problem and what more
needs to be done. My testimony highlights the following points.

The condition that led to our January 2003 high-risk designation
still exists. Many of the assets in the government’s vast and di-
verse portfolio of real property are not effectively aligned with, or
responsive to, agencies’ changing missions and are therefore no
longer needed. Furthermore, many assets are in an alarming state
of deterioration. Agencies have estimated restoration and repair
needs to be in the tens of billions of dollars. Additionally, a heavy
reliance on costly leasing, instead of ownership, to meet new needs
is a pervasive and ongoing problem. These problems have been ex-
acerbated by underlying obstacles that include competing stake-
holder interests in real property decisions, various legal and budg-
etary related disincentives to businesslike outcomes, and the need
for better capital planning by real property-holding agencies.

The Administration has acknowledged the problems in this area.
In February 2004, the President added the Federal Asset Manage-
ment Initiative to the President’s Management Agenda and signed
an executive order on real property management reform. These and
other efforts at the agency level are positive steps. However, the
breadth and complexity of the issues involved and the long-stand-
ing nature of the problems and their underlying causes will likely
continue to hamper agencies’ efforts to realign their real property
assets to their missions. As a result, we continue to believe that a
comprehensive and integrated transformation strategy is needed to
address the aforementioned underlying obstacles. As an example,
the Office of Management and Budget and other stakeholders could
look to the U.S. Postal Service Transformation Plan and related
progress reports, which GAO has supported for guiding postal re-
form.

1The prepared statement of Mr. Goldstein appears in the Appendix on page 39.
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In summary, the excess and underutilized property problem was,
and continues to be, a major reason the real property area remains
high risk. In the last decade alone, the Federal Government has re-
duced its workforce by several hundred thousand personnel, and
several Federal agencies have had major mission changes. With
these personnel reductions and mission changes, the need for exist-
ing space, including general purpose office space, has declined over-
all and necessitated the need for different kinds of space. At the
same time, technological advances have changed workplace needs,
and many of the older buildings are not configured to accommodate
new technologies. The advent of electronic government is starting
to change how the public interacts with the Federal Government.
These changes will have significant implications for the type and
location of property needed in the 21st Century. Furthermore,
changes in the overall domestic security environment have pre-
sented an additional range of challenges to real property manage-
ment that must be addressed.

Mr. Chairman, this concludes my prepared statement. I'll be
happy to respond to any questions that you or Members have.

Senator COBURN. Thank you very much, Mr. Goldstein. Next is
Bill Matthews of the U.S. General Services Administration. Mr.
Matthews is the Assistant Commissioner of the Office of Real Prop-
erty Asset Management at the U.S. General Services Administra-
tion. He is responsible for asset management and continuous finan-
cial improvement for a nationwide portfolio of over 1,500 federally
owned properties which generate almost $7.3 billion per year in
revenue. He is also responsible for capital planning and invest-
ment, portfolio strategy, policy and analysis, and disposal. Mr. Mat-
thews.

TESTIMONY OF WILLIAM H. MATTHEWS,! ASSISTANT COMMIS-
SIONER, OFFICE OF REAL PROPERTY ASSET MANAGEMENT,
U.S. GENERAL SERVICES ADMINISTRATION

Mr. MATTHEWS. Thank you, and good morning Dr. Coburn, Sen-
ator Obama.

Senator COBURN. Good morning.

Mr. MATTHEWS. I'm pleased to have an opportunity to talk about
GSA’s Real Property Asset Management Program. GSA is one of
the largest public portfolios of buildings in the world. Our port-
folio’s diverse, consisting primarily of office buildings, but also
courthouses, laboratories, border stations, and warehouses.

GSA has an inventory system that is capable of accurately and
consistently reporting real property data that meets the Federal
Real Property Council’s new inventory reporting requirements.
Using the FRPC government-wide standards and criteria, our cur-
rent inventory would consist of over 8,932 assets, leased and
owned, totaling just short of 388 million square feet.

GSA captures the inventory information in our System for Track-
ing and Administering Real Property. It is the primary tool by
which GSA manages our real property assets to store inventory
data, building data, customer assignment data, lease information

1The prepared statement of Mr. Matthews appears in the Appendix on page 54.
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and related data for over 20,000 assignments of space for all three
branches of government.

Over 4 years ago, GSA implemented a PBS portfolio strategy to
restructure our portfolio of owned assets to consist primarily of fi-
nancially performing assets for which there is a long-term con-
tinuing Federal need to reinvest first in these assets to optimize
and preserve their value for customer agencies and the taxpayer.
Thus far, following this strategy, we have been able to reduce the
percentage of underutilized properties from 42 percent to 26 per-
cent within our inventory, to reduce vacant space from 9.2 percent
to 6.8 percent. We have reported in excess of 204 assets and demol-
ished 50 buildings, eliminating 3 million square feet of space and
outwitting reinvestment cost of over $400 million.

Applying the FRPC definition of asset utilization, 96 percent of
GSA’s leased and owned assets are utilized. Only 376 assets are
considered not utilized or underutilized. As a result of GSA’s efforts
to restructure, we have developed strategies for non-performing
government owned assets ranging from cost containment, out-
leasing of excess space, exchanging assets, conveying assets to ten-
ant agencies and disposal. One-third of our underutilized and un-
utilized assets have already been reported excess and accepted into
the disposal process. Eighty-nine leased facilities in 2005 were de-
termined to be underutilized. In cases like this, GSA uses backfill
of other competing customer requirements, terminating the lease or
buying out, when it’s possible, the remaining term of the lease. At
the end of fiscal year 2005, GSA’s lease vacancy rate was for us a
record low level of below 1.5 percent.

At any given time with an aging inventory it’s imperative to rein-
vest, and at any given time some of the buildings in our inventory
will be vacant, or partially vacant, as a result of modernization.
Again, in 2005 we had 21 assets in this category that were tempo-
rarily vacant. Of the remaining underutilized assets, space is va-
cant and available for assignment for tenants, however, this group
accounts for less than 1.5 percent of our total. Now 76 of these
buildings are embedded in facilities where they cannot be easily
separated and sold. Eighteen of the buildings are active court-
houses. Sixteen buildings are vacated because of the Hurricane
Katrina and will soon be reoccupied. And for the remainder, we're
working on strategies for reinvestment.

When it comes time to dispose of an asset, GSA conducts a thor-
ough retention disposal asset management and utilization kind of
study. And for decisions to dispose of them, we would do a report
of access and turn the properties over to our office of disposal,
which not only disposes of GSA’s properties, but any other land
holding agency using our own authorities or the authorities of the
agency that wishes us to help them with the disposal.

We follow a four step process. First, we screen our properties for
other Federal use that might be continuing outside of GSA’s needs.
We screen for opportunities for Public Benefit Conveyance opportu-
nities. We negotiate with local community stakeholders to promote
highest and best future reuse of the property in the context of the
community. And finally, for properties that for which have not been
claimed during that screening process, we take them to market
using sealed bid, public outcry auctions, and internet sales.
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We're particularly pleased with our success in conducting inter-
net auctions. Last year we were able to sell a 75-year-old ware-
house of 55,000 square feet in Portland, Oregon, for almost $2 mil-
lion, and 17 percent over our expected fair market value. And the
transaction cost was less than one half percent of the sale price.

GSA also makes use of exchange authorities, exchanging prop-
erties with other Federal agencies and public entities.

Two of the significant challenges we face in doing disposals; the
first involves funding required by our customers in underutilized
assets where there’s partial occupancy that continues. When we
dispose of the asset, those people have to be relocated and the obli-
gation for moving costs, telecommunications and related soft costs
are borne by the tenant, who’s often challenged budgetarily in their
own right.

GSA also struggles with limited reinvestment capital to choose
between investing in buildings we know we want to keep, back-
filling vacant space, replacing important pieces of infrastructure,
versus the cost of disposal, remediation of environmental issues,
due diligence, and occasionally, demolition costs.

GSA’s portfolio strategy calls for retention of assets for which
there’s a continuing Federal need first, and which generates suffi-
cient rental income to cover their cost. With the exception of a few
historic assets, the opposite of that is we divest of what’s left. That
divestiture has resulted in cost savings and holding cost and re-
duced the amount of vacant space in our inventory. GSA uses per-
formance measures and commercial benchmarks such as vacant
space disposal cycle time, and operating costs to monitor our per-
formance.

Unless there is the use of a special retention of proceeds author-
ity, the net proceeds generated from the sale of GSA properties are
directed for deposit into the Department of Interior Land and
Water Conservation Fund rather than our own Federal Buildings
Fund. We believe that retention of proceeds is one of the most pow-
erful incentives available for vigorous asset management and
prompt decisions on disposal.

A specific example of this financial incentive is GSA’s pending
sale of a two million square foot facility at Middle River in Balti-
more County, Maryland. In fiscal year 2005, Congress specifically
granted GSA the authority to dispose of the property and retain
the proceeds for sale in the Federal Buildings Fund. These funds
will then be used for real property capital investment needs.

GSA is in a unique position with customer agency requirements
driving the composition of our real property inventory. We experi-
ence a dynamic real estate environment with customer agencies
changing their mission, growing programs, shrinking programs,
and adjusting to market conditions. Despite record levels of dis-
posal in the last few years, GSA’s portfolio’s continued to be rel-
atively stable with modest growth.

Mr. Chairman, that concludes my statement. I would be pleased
to respond to any questions you may have.

Senator COBURN. Thank you, Mr. Matthews. Next is Jim Sul-
livan, the Department of Veterans Affairs. Mr. Sullivan serves as
Director of the Office of Asset and Enterprise Management at the
Department of Veterans Affairs. Mr. Sullivan helped create this



12

relatively new department level office that serves as the principal
policy office and business advisor regarding acquisition manage-
ment and disposal of all department capital assets. Mr. Sullivan.

TESTIMONY OF JAMES M. SULLIVAN,! DEPUTY DIRECTOR, OF-
FICE OF ASSET AND ENTERPRISE MANAGEMENT, U.S. DE-
PARTMENT OF VETERANS AFFAIRS

Mr. SULLIVAN. Mr. Chairman and Members of the Subcommittee,
I am pleased to appear this morning to provide you with an over-
view of the Department of Veterans Affairs ongoing efforts and
processes to strategically manage underutilized and vacant space
within the VA system. VA is the owner, tenant, and operator of one
of the largest healthcare related real estate portfolios in the Na-
tion. Our inventory consists of a large assortment of lands, build-
ing, and facilities such as hospitals, clinics, office buildings and
cemeteries. In total, we own more than 32,000 acres of land and
5,300 buildings spread across 300 sites across the Nation.

At the close of 2005, VA owned approximately 148 million square
feet of space. Of this total, VA generated revenue from about 5 mil-
lion square feet of underutilized space. This represents a million
square foot reduction in non-productive, underutilized space from
the previous fiscal year. Nationwide, the cost per square foot to op-
erate and maintain VA properties was the equivalent of $4.98 per
square foot, or about $750 million a year.

VA does, however, have a significant number of properties in its
inventory in locations that do not coincide with where veterans cur-
rently live and receive services, and many of these buildings are
more than 50 or 60 years old. Nationwide, we have approximately
seven million square feet of vacant space, or a little less than 5 per-
cent of our total inventory, scattered across the country. As modern
trends in healthcare move away from large inpatient units and
more toward outpatient care, VA may see areas of vacant space at
one facility, while another facility may have a need for significantly
more space.

In 2003, VA launched the Capital Asset for the Realignment for
Enhanced Services for veterans, or CARES initiative. This was to
conduct a comprehensive, system-wide approach, identifying the
demand for VA care and projecting into the future the appropriate
function, size and location of VA facilities. The Secretary of Vet-
erans Affairs announced his decision on May 7, 2004, and this be-
came and is VA’s roadmap for the future.

I'm excited to share with the Subcommittee the success VA has
had with public private ventures to leverage VA’s underutilized as-
sets. VA has put in place transitional homeless housing units, af-
fordable housing, hospice facilities, in formerly underutilized prop-
erties and provide these services for our Nation’s veterans.

VA has a unique authority, its Enhanced-Use Lease authority,
which was authorized in 1991 providing a proven method to lever-
age VA’s diverse real estate portfolio and market position. From
underutilized assets, revenue is redirected back to the healthcare
and capital operations of our medical centers, cemeteries, and ben-
efit offices that serve our Nation’s veterans every day.

1The prepared statement of Mr. Sullivan appears in the Appendix on page 62.
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VA partners with private or nonprofit entities who in turn pro-
vide as consideration such things as low-cost senior housing, cogen-
eration or energy facilities, homeless shelters, childcare centers,
mental health centers, office buildings, and parking facilities. In
2005, VA received over $900,000 in cash, in-kind considerations
such as homeless housing, space parking, and discounted energy
services, and $28 million in a one-time payment from these efforts.

In fact, here in Chicago is the first site whereby VA used its En-
hanced-Use Leasing authority to implement a CARES realignment
decision. Specifically, on January 2005, VA signed a 75-year En-
hanced-Use Lease with Northwestern Memorial to outlease an
unneeded VA hospital in downtown Chicago at the Lakeside facil-
ity, providing VA $28 million in outlease revenue. And eventually
we disposed of that facility, about 3 months ago, for an additional
$22 million which came back to VA to provide additional services.

In addition, VA has recently signed several agreements at the
Hines facility here in Chicago. VA signed a 32-year lease of land
in exchange for the renovation of existing VA facilities to provide
for preferential residential transitional housing for veterans. It also
signed a 75-year lease in exchange for the renovation of an existing
VA building for senior housing at the Hines facility.

Similarly, in Minneapolis, VA, we signed a 60-year lease for five
acres of property in exchange for affordable housing facility for
needed services for veterans.

There are many initiatives here that we could speak of, and my
testimony that is submitted for the record. I would be happy to an-
swer any questions, and thank you for your support in our commit-
ment to our Nation’s veterans. Thank you.

Senator COBURN. Thank you, Mr. Sullivan. Next is Tom Samra.
Mr. Samra was named Vice President, Facilities, at the U.S. Postal
Service in November 2005. He is responsible for one of the largest
civilian construction programs in the United States. He oversees all
Postal Service properties, including over 8,000 owned and 26,000
leased facilities valued at more than $10 billion. He is also respon-
sible for the disposition or redevelopment of excess properties. Mr.
Samra.

TESTIMONY OF TOM SAMRA,! VICE PRESIDENT, FACILITIES,
U.S. POSTAL SERVICE

Mr. SAMRA. Good morning, Chairman Coburn, Senator Carper
and Senator Obama. I'm pleased to discuss the Postal Service’s con-
tinuing and aggressive efforts to dispose of surplus buildings and
real estate. We are particularly pleased to host today’s hearing.
While I will limit my remarks, I have submitted a written state-
ment and ask that it be included in the record.

I'm relatively new to the Postal Service. I have been at my job
for 2 months, however, having spent 12 years at UPS and 9 years
at the American Red Cross, I have been impressed with the efforts
of our people to adjust our network of properties to meet the chang-
ing demands of our customers and their communities. We assume,
considering the pace of change today, that the process of change
will be constant going forward. It is our intention to remain flexi-

1The prepared statement of Mr. Samra appears in the Appendix on page 70.
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ble, responsive and to keep a sharp eye on the bottom line. Because
the Postal Service operates like a business, recovering our oper-
ational costs through the sale of our product and services, not
through appropriations, we must maintain our focus on minimizing
excess costs and optimizing revenues. We remain focused on maxi-
mizing customer value.

Many communities are growing, while others are not. Our popu-
lation centers are shifting and modern technology is offering con-
stant improvements to our operations. In order to maintain our ef-
ficiency, we must continually adjust our network to accommodate
these changes. These adjustments and accommodations often result
in turning perfectly useful components of our network into surplus
properties.

Since 1997, we have been guided by a focused asset management
program intended to maximize the return on underutilized and sur-
plus facilities through sales and leases. This program has allowed
us to remove more than 500 properties from our portfolio, and has
generated more than $1 billion in gross revenues. Last year we sold
50 unneeded buildings.

When a property is no longer needed by our operation, it is im-
mediately added to our sale property database and we begin the
disposing process. Normally, this happens a considerable time be-
fore the facility is actually vacated. This is the key to keeping our
inventory of unneeded facilities as low as possible. Today fewer
than one-tenth of one percent of our properties are considered sur-
plus, only 44 out of more than 34,000. Of these, 27 have been of-
fered for sale, 13 are under contract, and 4 are in active negotia-
tions.

Even with our best efforts, the sale of some properties can be ex-
tremely challenging. Let me explain more about one such property,
the former Chicago mail processing center, which we just visited.
It served us well for many years, but it could not accommodate the
space requirements of today’s automated equipment and mail
flows. This is an industrial building on which construction began
in 1922. It is the largest building that the Postal Service has ever
owned. It is essentially three buildings combined into one. Floor
elevations do not align. The window to floor ratio is extremely low,
and the ten floors, each of 250,000 square feet, have proved nearly
impossible to divide into smaller uses. Because of the configuration
and sheer size, at 2.5 million square feet, it has been proven impos-
sible to identify a single use purchaser.

We have considered mixed use projects, such as a mix of office,
hotel and residential. These require a very long development time
and are very dependent on market cycles for each use. The high va-
cancy rate for Chicago area office space has made this facility a
much less attractive option for potential office tenants. It requires
extraordinary repairs and alterations, and it competes with more
modern space. I should add that efforts to comply with historic
landmark regulations have also limited our redevelopment options
for this property.

We have pursued redevelopment approaches for this very unique
site over the course of the last 7 years. I emphasize that each de-
velopment proposal requires a great deal of time. The first was to
keep the building intact, with a significant residential component.
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Unfortunately, the market downturn following September 11 has
all but eliminated the feasibility of this plan.

We have explored the telecommunication hotel concept, which
appeared at first to be an ideal use for the property. But the dot-
com crash in 2000 and the changes in banking regulations requir-
ing financial institutions to locate operation centers away from
downtown areas, has rendered this use no longer possible. In addi-
tion, the fact that this property straddles both a major expressway
and an active rail operation reduces interest in the site.

Our third and most recent proposal involves modifying the site
in hope of reviving the mixed use concept. We believe we now have
a plan that preserves the special historic considerations, while
making the building more attractive to users. We are guardedly op-
timistic about the prospect for this concept, and we are working
vigorously with other stakeholders in pursuit of this use.

We are working with appropriate Federal, State, and local gov-
ernment agencies to satisfy a wide range of requirements and ob-
tain needed support. We have identified a developer who has made
a significant investment in pursuit of a profitable use for the site.
We are also continuing our active dialogue with the City of Chicago
and addressing their concern. I should point out that this process,
though not typical of most sites, is in line with projects of this mag-
nitude and complexity. This site’s urban location, its proximity to
highways and rail lines, its historic value, some of the material
used in its construction that are now considered to be hazardous
material, and its pure magnitude and scale all combine to demand
extraordinary due diligence on the part of all who are involved.

We also recognize that this building has become a local landmark
for Chicago residents. They too have an interest in the future of
this site. We want to be certain that the final use, design, and con-
struction of the ultimate concept will optimize the value for each
of the stakeholders while respecting the need for the Postal Service
to minimize expenses and deliver value to our customers as a mat-
ter of course.

I want to assure you that this project remains a top priority for
us. I also would like to thank you for your time and interest in this
particular project. This hearing will help us—the interests of all
stakeholders and ultimately your support will be instrumental in
helping us dispose of this quite unique surplus property.

Regarding our overall program, we continue to diligently whittle
away at our surplus properties. Other successes you may find of in-
terest include the sale of our historic Memphis, Tennessee prop-
erty. This building was sold for $5.3 million last month, and be-
cause this sale satisfies an immediate need on the part of the
buyer, we will avoid the cost of carrying it as a vacant property.
The day we vacate the site, we will turn the keys over to the new
owner. The sale of an interest in the income from a ground lease
on our New York Lexington Avenue has resulted in revenue of
$130 million. And over the last several years, the sale of major
mail processing facilities in Los Angeles and Denver contributed to
more than $60 million in revenues.

In conclusion, I can assure you that the Postal Service fully rec-
ognizes the need to maintain a facility network that provides max-
imum efficiency in a constantly changing business environment.
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This is critical to our mission of providing affordable, universal
mail service for our Nation and its citizens. In a network the size
of the Postal Service, surplus properties are part of providing the
best business solution for our operations. The expense related to
disposing of these properties will remain a necessary business ex-
pense that must be managed with the same attention to detail and
due diligence as our other major expenses. We remain open to any
suggestions you might have on how we might improve our ap-
1[’)ll"oach. I will now be pleased to answer any questions you may
ave.

Senator COBURN. Thank you, Mr. Samra. Our next guest is Dr.
Get Moy. He’s the Director of Installations Requirements and Man-
agement at the Department of Defense. He’s responsible for the
stewardship of the Department of Defense installations nationwide.
As Director, Dr. Moy supports military readiness in life, appro-
priate sizing of domestic and overseas based structures, and im-
proved installation management, while ensuring that energy and
environmental mandates are met. Among other duties, Dr. Moy
oversees real property accountability at the Department of Defense.
Dr. Moy.

TESTIMONY OF DR. GET W. MOY,! DIRECTOR, INSTALLATIONS
REQUIREMENTS AND MANAGEMENT DIRECTORATE, OFFICE
OF THE DEPUTY UNDER SECRETARY OF DEFENSE (INSTAL-
LATIONS AND ENVIRONMENT), U.S. DEPARTMENT OF DE-
FENSE

Dr. Moy. Good morning, Mr. Chairman.

Senator COBURN. Good morning.

Dr. Moy. I appreciate the opportunity to brief you and the other
Members of the Subcommittee on how the Department of Defense
goes about managing its disposal of underutilized and vacant
space. I have a prepared statement which, with your permission,
T'll submit for the written record.

Senator COBURN. All prepared statements will be made a part of
the record without objection.

Dr. Moy. Sir, the first thing I would like to start off with is the
statistics. From the Department’s standpoint, the Department cur-
rently owns and manages 570,000 buildings with a plant replace-
ment value of over $650 billion and over 46,000 square feet. Of the
570,000 buildings and structures, we own about 480,000 of those
facilities. We lease about 11,000, and we manage about 81,000 that
are owned by others, such as NATO, such as the State govern-
ments for National Guard facilities.

From a perspective of the real property inventory, since 1997 the
Department set out to build a corporate-wide inventory manage-
ment system of its assets. And it’s been extremely important, be-
cause we use that as a forecast as to what our requirements are
to support operation and maintenance, sustainment and recapital-
ization of its facilities. So it’s extremely important to keep an accu-
rate inventory system.

From a management standpoint, what you have in front of you
in the red colored document, is a document that we issued in Sep-

1The prepared statement of Dr. Moy appears in the Appendix on page 74.
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tember 2004. It’s a capabilities-based, performance-based Defense
Installation Strategic Plan that we use to manage our assets in the
Department of Defense. It incorporates recommendations that the
General Accountability Office has recommended, and has been ap-
proved by the Office of Management Budget as a mechanism for
the Department to manage its assets in accordance with the execu-
tive order on asset management and the Federal Real Property
Council’s requirements.

With regards to the specific matters at hand, at today’s hearing,
there are four points I'd like to cover. One is that one of our identi-
fied weaknesses in real property inventory, is the reporting of, the
ability to report accurately, with confidence, vacant and underuti-
lized spaces. We found that last year during our Base Realignment
and Closure (BRAC) process, commonly known as BRAC, we had
to go out and make special data calls to make sure that we had
current information on underutilized and vacant space at the cor-
porate level.

Learning our deficiency in that area, we initiated a reporting
process that by September 30, 2006, we at the corporate level of
the Department of Defense, will be able to receive data from our
military departments on the exact information on underutilized
and vacant space and will be able to answer specific questions. At
least be better to answer specific questions on vacant or underuti-
lized spaces.

The second point is that the management of the Department’s
real property is the responsibility of the Military Department that
owns that underlying real property, that real estate—the Army,
Navy or the Air Force. In accordance with the Federal Property
and Administrative Services Act of 1949, when that Military De-
partment has determined that property no longer has a need, a
military need in the Department, we turn that over to the General
Services Administration for disposal, which goes through its proto-
cols. However, before we actually do that there is a very rigorous
process to make sure that there is no military need for that prop-
erty.

The third point is that in 1998 the Department set out on a 6-
year program to eliminate 80 million square feet of obsolete and ex-
cess facilities. Six years later we had concluded that effort by ex-
ceeding our target, removing a total of 86 million square feet. As
part of a continuing effort to dispose of unneeded facilities, the De-
partment recently completed a new survey of demolition require-
ments and established a goal of an additional 66 million square
feet to be eliminated, which we are in the process of pursuing.

The fourth point is that since 1988, the Department has had the
statutory authority to restructure its land and facilities commensu-
rate with changing missions in accordance with the legislative
mandated BRAC process. The Secretary of Defense has mandated
that BRAC should be used to rationalize our infrastructure and
make sure it supports the force infrastructure, that joint capabili-
ties are used in joint utilization and that we eliminate any excess
capacities.

The previous four BRAC commissions, 1988, 1991, 1993 and 1995
resulted in closure or realignment of 152 major installations and
235 smaller installations. The recently completed 2005 BRAC
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round recommendations affect over 800 locations, 25 major clo-
sures, 24 major realignments and about 765 lesser actions. The
prior BRAC rounds, the General Accountability Office has reviewed
those and has been very supportive of our way of methods of ac-
counting for the savings, but the net present value as well as our
annual savings.

I would say that the most successful example of the BRAC dis-
posal process has been the Navy’s sale of the former Marine Corps
Air Station property at El Toro, which consisted of about 3,700
acres and netted about $649 million, which was done in partner-
ship with our GSA colleagues and the local governments.

Along with transforming our military forces, the Department has
been transforming its installations and business practices to in-
clude the management and disposal of vacant and unutilized space
through a comprehensive asset management strategy, and we're
beginning to see the results of that transformation.

Mr. Chairman, I appreciate the opportunity for addressing and
appearing before this Subcommittee this morning. Thank you.

Senator COBURN. Thank you, Dr. Moy. Let me recognize Senator
Carper. He’s been a great partner this past year as we both try to
work hard to identify waste and inefficiency within the Federal
Government, recognize what it does well and give kudos to that,
but also ask questions so that we can see more visibly the areas
that need attending to. And I recognize him now for both a state-
ment and to start our questioning.

OPENING STATEMENT OF SENATOR CARPER

Senator CARPER. Good. Thanks very much. Mr. Chairman, it’s a
pleasure being your partner in this effort, and I thank you for the
chance to join you here today for a home game in the turf of Sen-
ator Obama. And Senator Obama, for those of you here in Chicago,
is a great addition to the U.S. Senate. And I've only been there 5
years. In my experience, I've not seen anybody who hit the deck
running and began making an impact, a very positive impact on
both sides of the aisle, any more than Senator Obama. So we'’re
just really pleased to be here in his home State that he represents.

Mr. Chairman, I have a statement for the record that I would
like to offer. But I also want to make some comments in general
first before I ask a few questions.

[The prepared statement of Senator Carl[))er follows:]

Thank you, Mr. Chairman, for continuing this Subcommittee’s efforts to examine
the way in which agencies are managing their property.

Our constituents expect the Federal Government to have a presence where they
live. They need access to a post office, to a VA hospital, or to an IRS help center.
Communities change, however, and the way in which Federal agencies serve those
communities changes as well. It’s vitally important that agencies are able to adapt
to these changes.

It’s clear from the evidence before us, Mr. Chairman, that the poor management
of the property controlled by the Federal Government is preventing agencies from
serving the American people in the best, most efficient way possible. It’s also wast-
ing billions of dollars.

Today, as GAO will point out this morning, we have Federal agencies in many
case working, and I quote, with “an infrastructure based on the business model and
technological environment of the 1950s.” This is unacceptable.

I don’t know how much we spend in total each year to maintain vacant or under-
used Federal buildings, but I do know that every dollar the Postal Service spend
to keep the building across the street standing is one dollar they can’t spend to ex-
pand or improve service in growing parts of the country.
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And when an employee in another agency goes to work every day in a old, dilapi-

dated building without the technology he or she needs to be effective, I think we
lose a little bit of the trust and confidence the people we serve place in our govern-
ment.
I know all of the agencies here today will be testifying about steps they’ve taken
to rid themselves of un-needed property and modernize the facilities they truly need.
Addressing this problem piece by piece, however, is difficult. That’s why it’s impor-
tant that the President and OMB continue their efforts to establish government-
wide guidelines for the management of Federal property and help agencies develop
the expertise necessary to achieve goals.

I believe our witnesses today represent the agencies that hold a majority of the
vacant or under-used Federal property out there. I look forward to hearing more
from them about what they’re doing to address the Federal Government’s property
management challenges and what lessons we can apply to other agencies.

Thank you again, Mr. Chairman.

Senator CARPER. I'm going to go ahead and telegraph my ques-
tions now so that our witnesses, and we thank you each for being
here, but I want to tell you what 'm going to start off by asking.

I'm going to start off by asking you to, really sort of a, each of
you a three-part question. Mr. Goldstein, you may not be asked a
three-part question given the fact that you're not with one of the
agencies that’s before us, but we appreciate very much the work
that you and your colleagues at GAO do. But I'm interested in
some of you sort of giving us some examples of, maybe a model that
you think is worth emulating, something you've done particularly
well in terms of managing or disposing of unused properties, un-
derutilized properties in a way that enabled you to recapture some
money for the Federal Government, for your agency. But I'm inter-
ested in best practices and I'm going to ask you to hold up a couple
of examples. It could be, as Dr. Moy’s talked about, El Toro, that
sort of thing, but I'd be interested in that.

Second, some of the practices you're not so proud of, or situations
that you feel that are really problematic, and that you are trying
to get your arms around and trying to figure how to dispose of or
better utilize an underutilized asset.

The third thing I'm going to ask you to do is to tell us what we
can do. Not just the three of us, but the Senate, the House, and
the executive branches. What can we do in terms of enabling you
to better manage the properties that you’re responsible for? To sell
those which need to be sold, and to upgrade those which need to
be upgraded, but just some good practical solutions if you will.

My colleagues, Senator Coburn and Senator Obama may have
already mentioned this, but today is the day that the President
submits his budget to the Congress. We expect a budget deficit to
be forecast there, to be somewhere in the range of $300 to $400 bil-
lion. We are, in my view, we’re swimming in a sea of red ink in
this country. And what the combination of an enormous Federal
budget deficits coupled with trade deficits almost twice as large,
roughly $700 to $800 billion, it’s just not sustainable.

The President calls for cutting the deficit in half, I think by 2009,
but I believe that inherent in that forecast is a couple of assump-
tions which I'm not sure are credible. One is that we are not going
to be spending any money in Iraq then, we’re not going to be
spending any money in Afghanistan then, and three is that I don’t
think that we will have fixed the problems that we have with the
alternative minimum tax, which is going to be an expensive fix as
we all know.
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I think the truth of the matter is if we are going to begin making
real progress on reducing our deficits, it has to be a broad, com-
prehensive approach. It just can’t be surplus property or underuti-
lized property, although that’s important. It’s got to include col-
lecting the taxes that are owed. And Senator Coburn and I have
had the first of a series of hearings that focus on all the money out
there that’s owed to the Federal Government, a couple hundred bil-
lion dollars, that’s just not being collected.

We’ve had some hearings also on something called improper pay-
ments, and there’s been a fair amount of focus on monies that are
improperly paid with respect to the war in Iraq, with respect to
Katrina and on the heels of Katrina. But it turns out there’s prob-
ably $50 billion on top of that of improper payments. Mostly over-
payments that some of us, GAO’s been very helpful in this, our in-
spector generals are helpful in this, in trying to figure out where
we are improperly paying money and how can we reduce that.

My own view 1is if we're going to make progress on the deficit,
we’'ve got to figure out how to, as the Iraqi’s stand up militarily,
how do we stand down and how do we realize some cost savings
from doing that. And how do we get the other nations in the region
ti)’1 come in and backfill for us as we begin to reduce our presence
there.

The President, in his State of the Union address last Tuesday,
talked about entitlement programs, he talked about a Blue Ribbon
commission as the boomers, some of us, get ready to move toward
retirement age. How are we going to—what is the impact of the
boomer retirement on Medicare, Social Security, Medicaid, and we
look forward to the creation of a real bipartisan commission that
will help us to begin to deal with those.

Another little program that I think has some real promise, and
this is just an example. We've got to look everywhere for savings.
And one of the places we're going to look is flood insurance. We
have in our national flood insurance program some kind of a per-
verse incentive that encourages people to build in the most dan-
gerous places, or are likely to have damage to their homes and
with a program that’s $10 to $20 billion in the red.

And finally, we got a lot of really good ideas out of GAO, and a
lot of good ideas out of the inspector generals, and what we need
to do is to be your partner in taking those good ideas, putting a
spotlight on them, and making sure that we follow up.

And the last thing I would say is I would like to close before I
ask you to respond to my three-part question, I just want to men-
tion the theory of holes. The theory of holes, which was offered by
Dennis Healy, former Exchequer over in Britain. Dennis Healy
used to say that when you find yourself in a hole, stop digging. And
we are in a hole, big hole, as a country fiscally. And I think as we
consider tax cuts, further tax cuts to make, we have to keep in
mind, particularly as we would propose to cut the taxes of those
who, frankly, are doing pretty well, that we have to be careful not
to dig the hole much bigger. We have to stop digging. And as we
p%"epare to do all these other things to try to right our fiscal ship
of state.

I want to go back to my three-part question, if I may. And I
wanted to ask you again, if you'll recall, for each of you to give us
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an example or two of the best practices that you’re really proud of
what you and your agency have done to better manage your prop-
erties, dispose of your properties, get some money back for the
Treasury.

Two, a couple of examples, just be honest with us where you're
disappointed with the results that you've gotten. Everything we do,
everything I do, I know we can do better. And I'm sure the same
is true for all of you.

And the last piece is what do we need to do, what laws, what
regulations do we, either Congress or the Administration, need to
change to enable you to think outside the box, to be creative, and
end up with better and better results as we approach this area.
And Mr. Matthews, since you are the closest one to me, 'm going
to call on you to go first, and then we’ll just head on down the line.

Mr. MATTHEWS. Thank you. In terms of best practices, there are
a number. I specified one in my statement about the use of internet
auctions and public outcry auctions. We're consistently having ex-
cellent results when we bring the commercial, our commercial advi-
sors in to help us market. This is after we’ve gotten past the public
benefit conveyance and the community involvement, properties we
actually sell. We found consistently that the better we can expose
those properties to the market using the best commercial practices,
the better success we have.

Public outery auctions work well. Internet auctions work equally
well or better and have a lower cost.

Senator CARPER. Explain the difference between the two.

Mr. MATTHEWS. A public outery auction, for example, using the
building next door you just toured, if they conducted a public out-
cry auction we’d have a contract appraiser who would come in and
heavily publicize the sale of the building and actually conduct a
live auction right there on the spot. It does tend to have fairly high
administrative costs, but theyre very effective. And the better
they’re exposed to the public and the market, the better the results.

You can do the same thing on the internet by publicizing and
reaching out to actually bigger market than the local markets. And
consistently when that is done and allowed to have a soft close so
that it closes at about this day, but we may leave it open 24 or 36
hours beyond that point, we’re finding we attract investors from all
over the country. Not just from all over the metropolitan, or geo-
graphic area.

Senator CARPER. How long have you been doing the internet auc-
tions?

Mr. MATTHEWS. For about the last 3 years, and there is some
disagreement among our stakeholders as what’s the best way to do
that, and whether or not the public outcry auction is better than
internet. I would never advocate that we only do that or that we
never have sealed bid. There are some properties where it’s small
properties and it probably is best marketed to local people in the
community. But for the bigger, more commercially valuable prop-
erties, the public outcry, or even better, the internet auction seems
to generate very good returns, well above what our estimates are.

Senator CARPER. Give me an example of a practice or a proce-
dure, or maybe a property where youre not pleased with what’s
going on, maybe disappointed with what’s going on, and maybe it’s
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even something where we ought to be involved changing rules and
regulations or statutes that would enable you to turn that around.
Anything come to mind? It doesn’t have to be one example, it could
be like a series of them.

Mr. MATTHEWS. Well, I'll give you a good practical example. For
the last few years, we have, regardless of whether we got to keep
the proceeds, we decided we're going to let go of what doesn’t serve
a good Federal continuing need. And the easy ones, the vacant
ones, and the ones that clearly nobody has an objection to are leav-
ing the inventory fairly rapidly by our standards. But now we’re
getting into properties that are still partially occupied and still
serving some degree of Federal ongoing program need.

For example, in Clearfield, Utah we have two large warehouses,
at one time served a number of Federal agencies. Right now the
primary tenant is the IRS who, in Ogden, Utah, has a big proc-
essing center. And this is their warehouse and forms distribution
operation in these two warehouses. As the other tenants have left,
we found ourselves with half of one building and a quarter of the
other building. Together we could have about filled up one building,
but the costs of moving everybody out of the other one into the
other is pretty staggering.

And we’ve allowed that discussion to drag on too long because we
haven’t engaged with the customer enough to talk through their
long term needs and whether they're realistic about what the cost
would be, whether they even need to be engaged in warehousing
opportunities anymore. And we've been reluctant to spend our own
limited capital to move and consolidate. This cost could be as much
as a million dollars.

Senator CARPER. Now that’s not one that we need to fix. That’s
one that you all need to fix, right?

Mr. MATTHEWS. That’s an example of where lack of compelling
incentives caused us to be slow to make up our mind what’s best
to do. And I’'m neither picking on the occupant customer, and I'm
not trying to be overly critical on us. Theyre hard decisions to
make, because they involve alternate——

Senator CARPER. Give us an example, if you will, before we call
on Mr. Sullivan, give us an example of something we need to do
differently in order that you can be more successful.

Mr. MATTHEWS. First, I think the most compelling thing that
Congress can do is to make sure that every Federal agency can re-
tain the net proceeds for continued reinvestment in the existing in-
ventory. The biggest deterrent I have seen both within my own
agency and with other land holding agencies that we serve, is the
sometimes punitive effect of deciding to do the right thing. And
how taking a property that may have been in the inventory a long
time, it may have environmental remediation, it may have historic
value, it may be of strong interest to community interest groups or
community elected officials. It takes a lot of money to do the due
diligence. Sometimes it takes a lot of money to clean up the envi-
ronmental problems to a level appropriate to satisfy the State regu-
lators. And then it takes a while to work through the issues with
a community.

If at the end of that all the costs go to the program that holds
the property and none of the benefits, the marginal cost of holding
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that property is not very painful to endure as opposed to taking on
all those costs in a long process that sometimes is painful and dif-
ficult. So that positive incentive is just critical to your success.

Senator CARPER. I get you.

Mr. MATTHEWS. There’s one other thing, if I may?

Senator CARPER. Yes. Sure.

Mr. MATTHEWS. There’s a whole web of disposal authorities and
associated environmental and historic preservation and other laws
that were all written for great public purposes. I wouldn’t suggest
we repeal any of them, but there are points in the law where
they’re not clear. They don’t have time limits. It’s not always speci-
fied who does what function. And they’re not insuperable obstacles.
We can always find a way to dispose of the property and work our
way through the process. But since there’s so many overlapping
laws and authorities, it may be time to re-engineer and look at the
whole web of related legal requirements that we have to contend
with that with just minor tweaks here and there might speed the
process for everybody.

Senator CARPER. OK, thank you. Mr. Chairman, I’'m going to be
mindful of the time, and I'd be happy to hold off until maybe sec-
ond round, but I'm going to ask the same question of each of the
other witnesses.

Senator COBURN. OK. Senator Obama.

Senator OBAMA. Well, thank you very much gentlemen for your
presentations. I found them illuminating. Mr. Samra, let me start
with you. I don’t want to get bogged down with the particular prop-
erty that was the subject of the tour this morning. My under-
standing is that there are some ongoing negotiations that have
been taking place. I am curious to find out whether there’s any
time frame whatsoever in terms of whether the negotiations on the
disposal of that property might be completed.

Mr. SAMRA. Thank you, Senator. We are really very anxious to
have a very short time line for negotiations, but again, the mag-
nitude and complexity of this deal and stakeholders that have in-
terest in this prevent me from giving you an exact time line. But
we are very positive about the third and current proposal that we
have today with this property. I met with the Planning Commis-
sioner of the City of Chicago 2 weeks ago, and we’re going to have
another meeting this week, and I think we are very close to coming
up with the right solution for everybody.

Senator OBAMA. Good. Well, I would just emphasize obviously
this has been sitting for a long time. And I think my constituents,
the City of Chicago has a deep concern in making sure that we’re
utilizing a property that is admittedly a little bit outdated, but con-
tinues to be on a prime site. And my hope would be that you work-
ing with the city and others can get this dealt with as quickly as
possible. And if you need help from my office, please let me know.
But I think for it to be sitting there for years and to be spending
the amount of money that’s being spent just maintaining it doesn’t
make too much sense. So I'd like to emphasize that.

Let me shift to a broader point. And I thought that Senator Car-
per asked an excellent question about what laws we might change
to improve all of you doing your tasks. I know that there has been
some question, Mr. Goldstein, I think you mentioned it, in terms
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of the difficulty of getting the right balance between leasing and
purchasing. I'm curious as to are there laws on the books that we
could change that would make sure that you are, that all these of-
fices are operating at an optimal level when it comes to the right
mix of leasing and purchasing land?

Mr. GOLDSTEIN. Senator, I think there are a number of things.
In fact, this Subcommittee held a hearing last fall that explored
these at some length. But it’s clear that the current structure of
the budget laws do hamper agencies, and do hamper the govern-
ment in being able to effectively and efficiently deal with its prop-
erty issues because of the up front scoring that’s required. And I
know Senator Coburn mentioned this this morning. That’s one of
the biggest issues that hampers agencies. There are many others,
and Mr. Matthews referred to some of them. I think some combina-
tion of flexibility and greater coordination is needed. Flexibility
with respect to the ability of agencies to retain net proceeds from
its sales and disposals would be helpful.

Senator OBAMA. How does it currently work? It all just goes back
to, let’s say you get net proceeds from one of these agencies. Let’s
say one of the agencies that is, Mr. Matthews from GSA, obtaining
property from GSA. How does that work?

Mr. GOLDSTEIN. Well, several agencies have the authority to re-
tain proceeds. VA does. DOD does to some extent. GSA did in the
last fiscal year.

Senator OBAMA. Is that statutory or is that just internal policy?

Mr. GOLDSTEIN. That is, those are statutory.

Senator OBAMA. OK.

Mr. GOLDSTEIN. And they’re able to retain proceeds, net the cost
of disposal itself in order to, and it varies agency by agency, it
doesn’t all work exactly the same way. It depends on the statutes
for each. But they’re able to retain some of those proceeds for deal-
ing with other properties, for repairing, for alteration, and for a va-
riety of other purposes to improve the properties.

And this is another one of the major issues that the government
has beyond having issues with respect to the leasing problem that
we’ve mentioned as well as to vacant property, is the vast backlog
in deteriorated property and the amount of money that agencies
have said it will take to fix existing properties that it wants to re-
tain, and those are in the tens of billions of dollars.

Senator OBAMA. And how are we going about sorting through all
that? And I don’t know whether that’s best directed at you or Mr.
Matthews, or the other agency heads, but what are we doing about
deteriorating properties?

Mr. GOLDSTEIN. It’s one of the issues that the Federal Real Prop-
erty Council is working through. One of the things that GAO has
suggested over the years is that the government, and I mentioned
in my testimony this morning, create a transformation plan that
would bring together a lot of different stakeholders to deal with a
variety of problems, because many of these problems are inter-
related. If you can get rid of some of the vacant property and use
those proceeds to fix properties. If you could reduce the overall
costs from leasing and be able to own property. If you could find
ways to limit problems associated with the environmental restora-
tion or historic preservation, all the various things that we have.
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The problem in knowing exactly what properties the government
does own, and what condition they are, and how secure they are
in, and having all of this information available and useful so the
government can strategically deal at an over-arching level with its
real property portfolio. That would be very helpful. It’s all inter-
related.

Senator OBAMA. Let me turn to some of the other panelists. The
issue of environmental clean up or containment issues has come
up. You say that’s part of the issue that’s been holding up some
sort of solution to the Post Office property here in Chicago. Do all
the agencies, as soon as they have identified a property for dis-
posal, do their own environmental assessment? In the case of these
auctions that you mentioned, whether it’s through the internet or,
what was it, public cry auction?

Mr. MATTHEWS. Outcry.

Senator OBAMA. Outcry auction. Have those environmental as-
sessments already been done, or are often times you putting prop-
erties up for sale in a caveat emptor, buyer beware situation? How
do the agencies handle that?

Mr. MATTHEWS. We try to find out long before we get to the point
of disposal and document our properties which have environmental
liabilities, which can range from relatively modest, easily fixed
problems to extremely difficult challenges.

Senator OBAMA. Right. So it might be lead paint, it might be as-
bestos, or it might be storage tanks or:

Mr. MATTHEWS. Right.

Senator OBAMA [continuing]. Serious ground contamination that
would be much more costly to deal with.

Mr. MATTHEWS. And there are options now that didn’t used to be
available. If we have well documented issues sometimes we can sell
them with those disclosed and subject to the State regulators clean-
ing it up to whatever level they think that the new owner will take
it to within zoning and land use restrictions. It’s better than it
used to be. It’s easier.

To go back just a little bit to your previous question before you
got into environmental, I'll give you a good example of how this
comes up is a GSA property in Buffalo, New York. It’s about a
300,000 square foot multi-tenant Federal building. It’s built in the
1960’s. It’s full of asbestos. It has a huge reinvestment liability. It
passed it’s 30-year life cycle for replacing elevators.

We looked at the continuing customer need, which remained un-
changed, and we looked at the market alternative, which was leas-
ing. And in the City of Buffalo, there was lots of excellent space
at a very reasonable rate. We decided to sell that building, move
everybody to lease space. Their rent didn’t go up and we avoided
a couple hundred million dollars in reinvestment. And before we've
even gotten through the disposal process, we’ve found that there’s
a remarkable degree of interest in people who want to redevelop
that property.

Senator OBAMA. So that’s a good story.

Mr. MATTHEWS. That’s a good story and it shows that there is
some flexibility. You don’t have to fix every single environmental
issue every time.
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Senator OBAMA. Right. OK. And gentlemen, anything you want
to add on this issue of either environmental clean up or the broader
questions that I posed earlier?

Mr. SAMRA. First let me thank you for extending the offer of
helping us with the existing building in the Postal Service. We, at
the Postal Service, have a full time department that deals with en-
vironmental issues in our buildings. Any issue that we determine
that we have to deal with it immediately, deal with it immediately.
Everything is done and finished with it. However, for the facilities
or properties that become surplus, as you know, some of the asbes-
tos and paint, you can keep them. They're encapsulated. If the new
user of the building can use the building without disturbing that.
So we disclose the information to them, and if, depending on what
the user wants to do with it.

Senator OBAMA. OK.

Dr. Moy. Senator, there’s a couple of ways I want to answer your
question. One is in terms of the environmental clean up, restora-
tion. Of course, with a process as involved as the Base Realignment
and Closure Act, every time we close a base or realigning to a new
location of major troops, we go through the National Environ-
mental Policy Act, and the process to determine what the impact
is. So we work in conjunction with the local regulatory, the local
governments to make sure that whatever new use is taking over
that, that what we turn over is compatible with what’s coming up.

I had mentioned we’d gone through some extensive demolition,
forecasting what our demolition requirements are of vacant under-
utilized spaces. Those are usually within our internal, within the
fence line, and we make sure that we take the proper precautions.
If we have lead paint or asbestos, that we are following all the nec-
essary requirements, but we do go ahead and execute the demoli-
tion as program.

In regards to best practices, I think one of the things I would
come back to is we look at the infrastructure management as a big
business in the Department of Defense. You can just look at our
inventory. And so one of the things that we did early on was look
at large companies, private companies, and see what practices they
follow in terms of investments, in terms of financing, in terms of
their disposal, their public works practices. So what we try to find
is what their best practices we can adopt in the Department of De-
fense.

One of the things that we have found to be a problem in the past
was we were never able to find out or come to a conclusion, and
in competing with the weapons systems and the manpower, what
was the cost of operating our infrastructure. Well, based on using
industry standards and what our models are in terms of sustain-
ment, operation and maintenance, recapitalization for restoration
and modernization, we’ve been able to come up with pretty clearly
what the forecasting requirements are to support our infrastruc-
ture in the Department of Defense. It’s still a leadership decision
to decide what investments to make, but at least the leadership
knows what the requirements are needed to invest to make sure
that we have the assets that are supporting the operational forces
in our mission.
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Senator OBAMA. Well let me, since I'm a guest of this Sub-
committee, let me not overstay my welcome. Mr. Chairman?

Senator COBURN. We’ll come back for another round.

Senator OBAMA. If we have another round, I'll be able to ask Mr.
Goldstein.

Senator COBURN. Yes, we will. Let me ask Mr. Goldstein. Right
now, if the American public wanted to go on line, could they find
anywhere on line, other than security related or national security
related issues, could they find any one place where they can find
every piece of property the Federal Government owns?

Mr. GOLDSTEIN. Not that I'm aware of sir.

Senator COBURN. And could anybody in the Federal Government
find that?

Mr. GOLDSTEIN. Not that I'm aware of.

Senator COBURN. And why is that?

Mr. GOLDSTEIN. Well, I think there’s a couple of reasons. When
GAO issued its first report and put this issue on the high-risk list
several years ago, we said that there had been no progress. There
was no central focus looking at property management and the port-
folio. That has changed obviously, and you've alluded to some of
that. There is work ongoing on trying to improve the worldwide in-
ventory and to understand what it is that the government owns,
and what condition it’s in, how secure it is, and how old it is and
all those kinds of things. But it takes a while. And as the Defense
Department has indicated when it tried to do the last round of
BRAC, it wasn’t able to do as much as it could, or could not do it
35 quickly as it wanted to because it lacked some of that central

ata.

Senator COBURN. So it’s going to be 2%% years for the Defense De-
partment to even know what they have, essentially. Correct?

Dr. Moy. Sir, we're hoping to have by September 2006, the in-
ventory of what underutilized and vacant space we have on hand.
And keep that in a little bit more ongoing basis.

Senator COBURN. Right. But the executive order that was issued
in February 2004 requested that all the agencies by the end of this
last year, fiscal year, report into the Real Property Committee so
that we could get a handle on it. So it’s important for people to
know, we don’t have transparency within the Federal Government,
so that you all could transfer information, if you might be able to
trade sites. And we certainly don’t have the accountability if we
don’t have the information. And those are the things that we’re try-
ing to get. Part of that is because we've set it up.

GSA put this booklet out, and it’s very revealing because it talks
about CERCLA and NEPA, and all the different contaminants and
everything that has to go through, all the different things that
have to be looked at just in terms of our environmental assessment
before you can even consider looking at an excess property.

So I think what one of the things that we want to try to focus
on is when do you think, in terms of your agencies, are we going
to be able to have a consistent, yearly update of what the real prop-
erties are, what the conditions of the real properties are, what the
excess properties are, the underutilized properties are, and those
properties that are at risk from an environmental standpoint or
otherwise. Anybody want to answer that? Go ahead, Mr. Samra.
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Mr. SAMRA. OK. Thank you. As I mentioned before, the process
that we have at the Postal Service is really very effective. Having
spent 30 years out in the private industry, I would say this is one
of the best programs I've seen. We have a database for every facil-
ity that we own. We have a database that tells us every facility
that we lease, when the lease expires and when we need to renew
it. We also have a database that keeps track of every surplus prop-
erty that we own.

Senator COBURN. So the Postal Service knows what it has.

Mr. SAMRA. Absolutely.

Senator COBURN. It’s available.

Mr. SAMRA. Absolutely.

Senator COBURN. And it can be utilized.

Mr. SAMRA. Yes.

Senator COBURN. All right. Mr. Sullivan.

Mr. SULLIVAN. Yes, Mr. Chairman. The Department of Veterans
Affairs has a complete database. We can tell you how many leases
down to the square foot we have anywhere in the country. As of
last week, we had over 1,100 leases. We had 146 million square
feet that we own. We can tell you based upon the latest guidance
from the Federal Real Property Council, not only how many build-
ings, acres, how many flagpole structures, and even in our case,
historic properties that have been designated.

What we’re trying to move, which is the next step is, now that
we know what we own, how much it’s costing us, we have our stra-
tegic plan, if you will, for CARES, which is where we want to be
in 2012 and 2022, is saying here’s our current assets. Here’s our
plan. What do we do to shift from one to the next. And that’s what
we're working on very diligently now.

Senator COBURN. Is anybody surprised that in 2006, that we
have two of the 20 agencies that have land, real property who real-
ly know, GSA knows, and I'll given them credit. They know a lot
about what they have, but it’s through multiple agencies. Is any-
body surprised that it’s 2006 before we’re finding this, a manage-
ment practice that should have been instituted long ago? Is any-
body surprised at that? And if you’re not surprised, why aren’t you
surprised?

Mr. GOLDSTEIN. Mr. Chairman, I think it’s something that does
take a long time to understand. As we’ve all said this morning, the
government owns a staggering amount of property in every major
city and many rural parts of the country. And for many years, the
government did not pay terribly close attention to this problem.
There were other pressing problems, I suppose. I would give the
government some credit today. It is moving in the right direction.

Senator COBURN. Right.

Mr. GOLDSTEIN. But probably not fast enough. And as I've indi-
cated, there is more that needs to be done. GAO this year will re-
evaluate whether or not Federal property would still remain on
this high-risk list and we will go out and examine the implementa-
tion of the executive order, and we’ll work with the Federal Real
Property Council and really try to determine whether the kinds of
things agencies are doing are sufficiently successful and what more
needs to be done. So we will, in January, be able to update our
work in this area.
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Senator COBURN. I think that’s a very important point, because
we've seen a tremendous movement in several agencies and we've
seen a tremendous collection of data. The important thing is to be
able to utilize that data to save the American taxpayer money, and
to more efficiently spend the money that we’re going to spend on
that. The FRPC, the Federal Real Property Council, does that meet
monthly or quarterly?

Mr. MATTHEWS. There’s not an exact requirement. Generally the
full committee meets quarterly, and there are a number of sub-
committees that deal with various aspects of asset management
that meet monthly or every other month.

Senator COBURN. OK. As many of you know, last October the
House Government Reform Committee passed out and improved a
bill called the Federal Real Property Disposal Pilot Program and
Management Improvement Act. And the whole purpose behind that
is to expedite the disposal of Federal excess, surplus, and underper-
forming real properties, for 5 years to look at that. The bill would
also codify the Federal Real Property Council. Is that a good start?
Any comments on that, positive, negatively?

Mr. GOLDSTEIN. Mr. Chairman, we testified at that, at the hear-
ings for that particular legislation. My boss, Controller General,
was GAO’s witness. And at that time, we felt that it would be use-
ful. We supported it. We supported the fact that any experimen-
tations and pilot projects would probably be very helpful. It was
only dealing with a small portion of the government’s portfolio, but
given where we are with property issues, we felt that it would be
helpful. Our sort of one caveat at the time, was that it obviously
would need some pretty strong Congressional oversight, and then
we recommended that hearings on it be held regularly, because
these were sort of experimental approaches and how proceeds
would be distributed. But we were generally supportive.

Senator COBURN. All right. Senator Carper.

Senator CARPER. Thanks, Mr. Chairman. I want to go back and
amend my earlier question just a little bit. And the Chairman was
just asking a question about why is it taking us so long to put to-
gether in a manageable form the data involving property that we
gwn or lease. And why don’t we do a better job of utilizing that

ata.

I think part of it, and a couple of our witnesses have alluded to
this, deals with the incentives that we provide for agencies to dis-
pose of property. And whether or not they actually dispose of the
property, do they actually realize any benefit from that disposition.
I think I heard Mr. Sullivan mention earlier that the VA has the
ability of when you dispose of a property or assets, that you don’t
need any more, that you actually get some benefit from the disposi-
tion of those assets. I see that as maybe a best practice. And I'd
like for you to just take a minute and talk with us about that.

Mr. SULLIVAN. Sure. We have an authority which is called the
Public Private Venture Authority. And we think we’ve had a lot of
success in using that to take pieces of unused property or build-
ings, working with private or for not-for-profit developers and com-
ing back with a use for that building which would provide a service
to veterans and provide additional cash flow back to the VA and
put those properties back on the tax rolls. I think in all of this, we



30

need to find a win-win that’s going to work for the localities and
work for the Federal agencies to provide the incentives and also
some incentive for the locality. And in many cases we have found
that to be particularly helpful.

In Lakeside here in Chicago, we just finished doing a deal where
we had three hospitals in Chicago. We went through all the proc-
esses that says, we don’t need three. Everybody knows that, so
when we got it down, we decided to surplus one of the hospitals.
There we entered in an Enhanced-Use Lease with Northwestern
Memorial, which is a local hospital here, to lease it to them for $22
million. Subsequent to that lease, we then moved to dispose of it
for another $28 million, and we just signed that this January. So
in that case, it works very well for the people here. It works very
well for VA. We're getting $50 million back in services and in cash
to VA.

Another example we’re particularly proud of is in Leavenworth,
Kansas. We had about 50 or 60 acres out there that we had all
buildings on it. We were still paying to maintain them. We needed
to get rid of them. We had to deal with the needs of the historic
folks, because all of these properties had historic designations. It
was listed as the No. 1 property in danger on the National Historic
Register. So we worked with our Public Private Venture and got a
non-profit developer to come in, deal with the historic issues, ren-
ovate some of those facilities which under the lease he is going to.
We're going to provide homeless services, transitional housing.
We're also going to free up about 50 acres of land, because we have
a cemetery next door that is out of land. So it will be a way to give
VA the land, give the developer and some of the folks locally what
they need, and have a significant reduction in the amount of money
VA has to spend.

So I think it has to be not one size fits all here. The more tools
that we can have to find ways, and I would encourage anything in-
novative, to bring back, value back to the government from under-
utilized properties is what we need to aim for.

Senator COBURN. Yes. Are there other agencies that are seeking
that same authority that you have at the VA?

Senator CARPER. Or, our GSA friends, or GAO may be aware of
this.

Mr. MATTHEWS. GSA has several times sought similar variations
on the authorities available. That gets back to what I mentioned
earlier. There’s a whole web of archaic laws and regulations involv-
ing the use of real estate, reinvestment in real estate, and it would
be nice to have a standard that we could all use. I'd love to have
the tools in his toolbox.

Senator CARPER. I think there’s something to this.

Senator COBURN. The interesting thing is, is why isn’t there the
same standard across all the government agencies?

Mr. MATTHEWS. The government’s been in the real estate busi-
ness since the founding of the republic. And for most of that first
200 years the emphasis had been on acquiring for specific purpose,
postal, defense, and other public purposes that have come into
being at different points of time with different rules and regula-
tions.
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Only in the last 15 or 20 years has there been a growing sense
that there’s so much real estate that we need a more focused, dis-
ciplined attention to asset management. And most agencies are re-
sponding pretty positively to do that for their own reasons, and
with encouragement from stakeholders like yourself. But we’ve not
had, that I'm aware of, a single legislative mandate for portfolio
and asset management, some broad governing principles that apply
to all of us. It’s always been built around programmatic needs of
the particular agencies that are holding the real estate.

Senator CARPER. I think part of it is VA, we know that tradition-
ally or historically we’ve underfunded a lot of cases. VA needed
healthcare for veterans. And this is, by virtue of giving VA the abil-
ity to retain the money from the disposal of the assets it helps
them to limit their shortfall.

Mr. SULLIVAN. One of the best features of it, at least in our
views, is not only money, but you can get in-kind consideration in
terms of services or facilities or space back. Because in many cases
it may be much easier for the private sector to be able to give us
space, or to give us services back rather than cash. And that flexi-
bility opens many doors on your ability to get rid of properties if
you don’t have to have the cash in hand up front. And in many
cases, we provide homeless services which are a big issue for us,
and it allows us to be able to get those services and facilities there
which otherwise we would have to use appropriated dollars for.
And so it’s a win-win for everyone.

Senator CARPER. Wouldn’t it be amazing, and I say this to my
colleagues, wouldn’t it be amazing if the VA not only turned out
to be sort of model here for us in the way that we handle the dis-
position or disposal of assets and land and buildings as it was, but
also a model with respect to the way that we handle the procure-
ment of medications for our veterans, and also a model for the way
we harness information technology to provide electronic health
records for folks. It’s just very interesting. My time’s about expired.
I'm going to ask Dr. Moy if you would respond to my earlier ques-
tion, just for the record, please. If you would, that would be great.

And I have a somewhat different question for Mr. Samra. I'd ask
you to respond to my first question for the record, especially look-
ing for what are the things that we’re doing we need to do dif-
ferently; Congress, the Administration, regulation, executive action,
legislation, that would enable us to use a little more common sense
and get to a better practical solution.

Mr. Samra, this falls in the category that all politics is local. And
what I want to do is ask you a question, just as there’s interest
here in Chicago about the vacant postal production facility, I have
a similar kind of question I'd like to ask you about that relates to
the Delaware Valley, Philadelphia, and Delaware.

A couple of years ago, President Bush put together a commission
to study the Postal Service. And he found that the Postal Service
had, I believe, more processing capacity than was believed to be
needed. The commission also found that processing productivity
often varies from plant to plant because the Postal Service is still
using some older facilities that often can’t fully accommodate the
newest state-of-the-art processing equipment.
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I know that the Postal Service is currently building a brand new
single story processing facility just outside of Philadelphia, and my
question is this. If you can answer it fine, if you can’t just answer
it for the record, but if you can answer it here that would be great.
A question about this processing facility that’s being built just out-
side of Philadelphia, which we consider a suburb of Wilmington,
Delaware. Is this facility the model for what the Postal Service
would like to do around the country? And second, what does a facil-
ity like the new one in Philadelphia allow the Postal Service to do
with respect to cutting costs and finding efficiencies?

Mr. SAMRA. Thank you, Senator. Let me start by answering the
first question. The nature of the Postal Service, which is run like
a private business not like a government agency, our model that
I said before has been very effective. The main reason for that, be-
cause it’s a proactive model, it allows us to know about the prop-
erty that’s coming, to become a surplus way before it becomes a
surplus. So we have the chance to go out to market it, have our
plan together, and the example I gave you about Memphis where
the deal is done and finished 8 months before we even vacate the
property, so it will transfer immediately to the owner without the
Postal Service paying a penny for getting it as a vacant property.

And the other success story that we can tell is out of 34,500 fa-
cilities that we own and lease, only 44 properties are surplus and
half of them are already committed.

Senator CARPER. That’s a pretty good record.

Mr. SAMRA. Thank you, Senator. As for Philadelphia, I said be-
fore I've been here for 2 months only at the Postal Service. I'm not
familiar with every facility that they have.

Senator CARPER. How come?

Mr. SAMRA. I'm working on it, Senator. But the Postal Service is
moving very efficiently in using technology. And the real reason of
changing facilities in the Postal Service, and the Postal Service in
Chicago is because of the new technology that we are putting in
place. And the new technology is raising the value of our service
very high to levels that we have not seen before. And they are de-
creasing our cost. And a good example of that is 100,000 less people
work at the Postal Service today than it used to be before.

Senator CARPER. If you will, Mr. Samra, I appreciate the fact
that you’re still pretty new on the job, but I really would like you
to answer on the record the questions. Is the new facility being
built in Philadelphia, is this facility the model for what the Postal
Service wants to do around the country? And what does a facility
like the new one in Philadelphia allow the Postal Service to do with
respect to cutting costs and dealing with inefficiencies? So, if you
could answer that one for me on the record later on in writing, that
would be much appreciated.

Mr. SAMRA. I'll be happy to.

Senator CARPER. All right. Thanks. Thanks, Mr. Chairman.

Senator COBURN. Senator Obama.

Senator OBAMA. Thank you, Mr. Chairman. I just want to finish
up on a couple of specifics, just so I get a sense of how time frames
are, what kind of time frames we’re talking about, generally, with
some of these properties. Do we keep track of what the average
length of time i1t takes to dispose of properties once it’s designated
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for disposal? Is that, Mr. Samra, youre shaking your head. You
want to talk about that for a second?

Mr. SAMRA. Yes. We keep track, as I said, from when it becomes
available and when we dispose of it. Our average for our surplus
property from 1997 to now is about 1 year.

Senator OBAMA. About 1 year.

Mr. SAMRA. About 1 year on the market.

Senator OBAMA. OK. And do the other agencies keep track of it
in the same way, and is that about the same time frame for most
of those?

Mr. MATTHEWS. Yes, sir. GSA does, and for the typical property
that’s not on the extreme, a year is about right for us too.

Mr. SULLIVAN. All of our disposal properties that we’ve done re-
cently that haven’t been Public Private Ventures are handled, in
most cases, by GSA.

Senator OBAMA. OK.

Dr. Moy. From the perspective of the Department of Defense,
when we dispose of a property it’s not disposing of individual build-
ings. In some cases, it’s disposing of a large installation, a small
installation, and sometimes it can take up to 4, 5, or 6 years.

Senator OBAMA. Right.

Dr. Moy. This current round of BRAC 2005, we have statutorily
mandated 6 years to execute.

Senator OBAMA. OK. While I was out of the room, did you have
a chance to ask about this statistic which I think is pretty inter-
esting. Since I'm on the topic, Mr. Moy, on this graphic, “Amount
DOD Spends per Active Duty Soldier Annually,” maintaining build-
ings it does not need, $2,000 to $3,000 per active duty soldier. I
don’t know if you agree with that statistic or not. If you do, it’s

retty powerful and would suggest that we can do better, since
52,000 to $3,000 per active soldier conceivably could be used to do
a better job with body armour and so forth.

So first of all, do you agree with a calculation like that. Second,
do you think that this calculation excludes the latest BRAC rounds,
and do you feel like that number would go down once some of the
installations that were identified in BRAC went forward?

Dr. Moy. Sir, this is the first time I've seen that graphic and that
figure.

Senator OBAMA. So it would be hard off the top of your head to
know whether it was accurate or not?

Dr. Mov. Yes sir. During this past year we kept a firewall be-
tween my operation, which was supporting the operational bases,
and we considered everything to be operational until the time the
base realignment and closure commission had made their an-
nouncement. It very well may have been a figure that came from
the BRAC side of the House.

Senator OBAMA. OK.

Senator COBURN. This came from DOD. Last year they estimated
between $3 and $4 billion per year in maintenance of buildings
they don’t need.

Dr. Moy. I would say that’s probably taken care of. Once we close
those bases down or excess them, or rely on our forces it will dra-
matically make a change to that.
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Senator OBAMA. Right. Well, obviously that’s a powerful statistic
and I think it’s something that would bear looking at. In between
BRAC rounds, I assume that there is still some process whereby
installations or properties may or may not be disposed of, or does
all of it get funneled through BRAC?

Dr. Moy. Sir, the BRAC legislation has a specific threshold for
when it triggers a BRAC action, usually 300 civilians or more that
are being moved or closed.

Senator OBAMA. OK. So short of that——

Dr. Moy. Short of that, we do have capabilities. As I mentioned
earlier in my testimony, when we have a piece of property or land
or building that we consider as excess or is vacant, and we have
found that there is no military need in the Department for that,
we turn it over, we declare and turn it over to the General Service
Administration for disposal.

Senator OBAMA. OK. Just two more questions, and I think that
they’ve already been touched on by Senator Coburn, but I guess I
want to reiterate these. One, can we say with confidence that each
of your agencies, if it doesn’t already possess it, is on track to mak-
ing information about these disposable properties available in an
easy to use fashion to the public, through the internet and web
sites? And I don’t know if this does or does not apply with respect
to DOD, but I see no reason why it wouldn’t.

Dr. Moy. Sir, I would characterize that in two parts. One is we
are, I guess every part of our fiber is focused on executing the
BRAC recommendations. And so as we go through the process and
find out what the best way of that with the local redevelopment au-
thorities, with the local governments, we will proceed with that. I
think there is an e-government initiative for the Federal Govern-
ment in which we’re working with GSA, in terms of where we have
excess property or Federal asset sales, we are working with GSA
to put those properties up on the internet.

Senator OBAMA. Is GSA coordinating the efforts by these other
agencies? I think Senator Coburn’s question was right on target,
which was why there might not be a single site. If I'm somebody
who’s interested in real estate, who’s a developer and might be in-
terested in underutilized properties, that I don’t have to wade
through reams of paper, but can just go on and see, OK, here’s a
list of 3,000 sites that are readily available. Here are the environ-
mental issues that may be involved in them, here are historical
landmark issues that might need to be resolved, here is the contact
number that can allow me to get more information.

Mr. SULLIVAN. So you're talking about properties that are in the
disposal process, that are ones that we want to make available to
developers?

Senator OBAMA. Right.

Mr. SULLIVAN. There was a Federal asset sales and e-government
initiative as Dr. Moy referred, that allows you to come into the
FirstGov website to a page that talks about real estate opportuni-
ties, and then you can select commercial properties and all the
properties that GSA has listed can be found there with a lot of de-
tailed information about each property. If you choose housing, you
can go to the HUD website and it will list the houses.

Senator OBAMA. So this does exist, or doesn’t? I was confused.
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Mr. SULLIVAN. This does exist.

Senator OBAMA. I thought when Senator Coburn asked the ques-
tion there was some hesitation.

Mr. SULLIVAN. These are for properties that have already been,
we've decided to dispose. They've been turned over by the holding
agency for disposal either by GSA, or if they're farms, agriculture,
or housing, HUD.

Senator OBAMA. OK.

Mr. SULLIVAN. I would not suggest that is 100 percent.

Senator COBURN. But it’s not the U.S. Post Office Department,
and it’s not the VA in the same group, unless it’s one they haven’t
done.

Senator OBAMA. OK. So it’s not consolidated?

Senator COBURN. Yes.

Mr. SULLIVAN. No. It’s a new initiative and it’s gradually increas-
ing to other agencies as they see fit to list

Senator OBAMA. It seems like a very simple step to take, would
just be to consolidate them. This doesn’t sound like it would either
be particularly—if each of you are already maintaining these data-
bases separately, just making certain, particularly given what
you’re telling me which is, is these outery auctions or internet auc-
tions are already working very well. It seems that there’s interest
there. That’s a tool that people are going to be using, and to the
](;xtgnt that we can make it one-stop shopping, I think that would

e best.

Senator COBURN. Let me ask a question. Every piece of property
that either the VA or the U.S. Postal Service, the Defense Depart-
ment, doesn’t trade or barter or negotiate or something, it goes out
for excess. From every other agency, does it come through GSA?

Mr. SULLIVAN. No, sir.

Senator COBURN. Every piece of property?

Mr. SULLIVAN. It does not.

Senator COBURN. No. And there’s the problem. We have no one
way that anybody is following all the excess property in this coun-
try. And I believe the executive order that President Bush issued
in February 2004 mandated GSA, in combination with OMB, to
recommend legislative changes that we can make to make this
come into fruition. Is that not correct, Mr. Matthews?

Mr. MATTHEWS. I'm not familiar with the legislative mandate.
We have worked very hard with the worldwide inventory.

Senator COBURN. I promise you that it’s in there.

Mr. MATTHEWS. OK.

Senator COBURN. And we’re going to be expecting the rec-
ommended legislative changes from GSA in regard to that.

Let me follow up with a couple of other things. Dr. Moy, you all
got rid of 86 million square feet of excess space. Correct?

Dr. Movy. Yes, sir.

Senator COBURN. How much did you add?

Dr. Moy. Over that time frame, I couldn’t give you a number.

Senator COBURN. Well, I think that’s an important question.
Eighty-six million is a lot of square footage, but if you added 100
million, I'm not real impressed with it in terms of whether or not
we're downsizing and becoming more efficient. So it’s important
that we see both sides of that.
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Mr. Goldstein, are you familiar at all with the number of square
footage that was added by the Defense Department in that same
period of time?

Mr. GOLDSTEIN. I'm not, Mr. Chairman. We could certainly try
to add something to the record for you.

Senator COBURN. That would be an interesting thing, because
the other thing, I want to go back for a minute. The American pub-
lic deserves better value when it comes to leasing. And part of the
recommendations that come from you at GSA has got to be budget
process change where we have, we can make better decisions
through lease purchase than pure lease. We lose the appreciation
value of the properties and they cost us more when we purely, on
a service lease arrangement. Does anybody know of any lease pur-
chase agreements in any of your agencies in the last 2 years?

Mr. MATTHEWS. We have none.

Senator COBURN. None. Isn’t that interesting? We’ve bought all,
we've signed all these new leases, we have hundreds of thousands
of leases, 10,000 to 20,000 new leases a year, and not one of them
is a lease purchase agreement where the taxpayers of this country
get more value? Mr. Samra.

Mr. SAMRA. Yes. The Postal Service, Senator, every facility that
we acquire we run a lease versus purchase financial study, and
most of the time, anything over 10,000 square feet, we do own it.
We own 80 percent of all square footage. And in the cases when
we lease, most of the time we negotiate the lease purchase agree-
ments.

Senator COBURN. OK. So the Post Office is one exception within
the Federal Government that is still doing lease purchase. And
part of that has to be is because they have some business require-
ments on them now in terms of competitiveness that they didn’t
have before. But I think that’s an important thing. We need the
recommendations back from you all saying, you've got to change
the budget process because if somebody makes a good decision for
our grandchildren, they can’t be penalized in the year they make
that decision by charging the entire lease against their budget that
year. And so that needs to come back from you. It needs to come
from the Defense Department, GSA and GAO.

A couple other things and then we’ll finish up. We will be sub-
mitting to each of you written questions that we’d like for you to
try to get back with us in 2 weeks, if you could, 2 to 3 weeks, so
that we can follow this up.

Dr. Moy, I wanted to ask again, what do you think the cost is
per maintenance of these properties that need to be disposed of are
now, per year? Do you have any idea? Was it your testimony that
you didn’t know what that cost is now by the Defense Department?

Dr. Moy. No, sir. I do not.

Senator COBURN. OK. Thank you. And we’ll be asking you to try
to look at that. And this is for Mr. Matthews again. Your testi-
mony, one-third of the GSA assets that have been accepted for dis-
posal, what’s the actual length of time, if you averaged out, once
you put something on the disposal list, what’s the average length
of time it takes, from the time it hits the list to the time it’s off
and disposed of?
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Mr. MATTHEWS. About two-thirds of a year on average. The real-
ly big ones——

Senator COBURN. Take longer.

Mr. MATTHEWS [continuing]. Like the El Toro, where you have
to really work for a while with the community to make sure every-
thing’s in place can take multiple years. And I don’t think that’s
inappropriate to do it right.

Senator COBURN. Let me just go through this real quick for a mo-
ment, and then we’ll close out. This is for Mr. Goldstein. Has the
GAO looked at the net difference in cost to the American taxpayer
from lease versus lease purchase over the last several years? Have
we looked at what that’s actually going to cost us more, cost our
kids more in terms of increased dollar outflow for what’s happening
in terms of lease versus lease purchase?

Mr. GOLDSTEIN. We don’t have a single number, Mr. Chairman.
Over the years, over the last decade we've issued a number of re-
ports, many of which we talked about last fall, that went into what
it would have cost, taking a look at a selection of leases versus
owned. And those numbers were presented in those reports. We are
about to start work that you've requested from us, taking a look
more holistically over time at the various costs.

Senator COBURN. Right.

Mr. GOLDSTEIN. And we’ll be beginning that work shortly.

Senator COBURN. All right. Well, again, Senator Obama, do you
have any other questions?

Senator OBAMA. No. I very much appreciate all of you taking the
time to be here.

Senator COBURN. Let me once again thank the U.S. Postal Serv-
ice. Your staff has been tremendously helpful with this, and each
of you for your cooperation in this. This is a real issue for us as
a Nation. We need to be great stewards of the physical assets. We
need to get rid of the physical assets that we’re not utilizing. We
need to get the best value that we can for them. We need not to
buy another square footage of office space, or space, until we’re uti-
lizing what we have today. There ought to be a moratorium on new
expansion of any new space until we've got this centralized, con-
trolled and know what our inventory is. Each of you, I know, is a
dedicated professional, and I want to thank you for spending the
time to prepare for this hearing, and also for coming and testifying.
Look forward to working with you in the future. Thank you.

The hearing is adjourned.

(Whereupon, at 11:50 a.m., the Subcommittee was adjourned.)
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Mr. Chairman and Members of the Subcomuittee:

Thank you for the opportunity to testify today on our work related to
federal real property and, in particular, the problem with excess and
underutilized property. As you know, at the start of each new Congress
since 1989, we have issued a special series of reports entitled the
Performance and Accountability Series: Major Management Challenges
and Program Risks. In January 2003, we designated federal real property a
high-risk area as part of this series, and we issued an update on this area in
January 2005.' We identified excess and underutilized property as one of
the major reasons for the high-risk designation. Other reasons included
deteriorated property, unreliable real property data, over-reliance on
costly leasing, and the challenges associated with protecting these assets
from terrorism. My testimony today will (1) discuss our designation of
federal real property as a high-risk area, focusing on excess and
underutilized property; and (2) describe various efforis to address the
problem and what more needs to be done. My testimony today will
highlight the following points:

The conditions that led to our January 2003 high-risk designation still
exist. Many of the assets in the government’s vast and diverse portfolio of
real property are not effectively aligned with, or responsive to, agencies’
changing missions and are therefore no longer needed. Furthermore, many
assets are in an alarming state of deterioration; agencies have estimated
restoration and repair needs to be in the tens of billions of doliars.
Additionally, a heavy reliance on costly leasing, instead of ownership, to
meet new needs is a pervasive and ongoing problem. These problems have
been exacerbated by underlying obstacles that include competing
stakeholder interests in real property decisions, various legal and budget-
related disincentives to businesslike outcomes, and the need for better
capital planning by real property-holding agencies.

The administration has acknowledged the problems in this area; in
February 2004, the President added the Federal Asset Management
Initiative to the President’s Management Agenda and signhed an executive
order on real property management reform.” These and other efforts at the
agency level are positive steps. However, the breadth and complexity of

'GAQ, High-Risk Series: Federal Real Property, GAQ-03-122 (Washington, D.C.: Jan. 2003);
GAQ, High-Risk Series: An Update, GAO-05-207 (Washington, D.C.: Jan. 2005).

*Presidential Executive Order 13327, Feb, 4, 2004,
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the issues involved and the long-standing nature of the problems and their
underlying causes will likely continue to hamper agencies’ efforts to
realign their real property assets to their missions. As a resuit, we continue
to believe that a comprehensive and integrated transformation strategy is
needed to address the aforementioned underlying obstacles. As an
example, the Office of Management and Budget (OMB) and other
stakeholders could look to the U.S. Postal Service (USPS) Transformation
Plan and related progress reports, which GAO has supported for guiding
postal reform.

The Federal
Government Has
Many Real Property
Assets It Does Not
Need

Over 30 federal agencies control hundreds of thousands of real property
assets—including both facilitics and land—in the United States and
abroad. According to available data, the government owns or leases about
3.3 billion square feet of building fioor area worldwide in roughly a half-
million buildings. About 380 million square feet of this space is leased.
These assets are worth hundreds of billions of dollars. However, much of
this vast and valuable asset portfolio presents significant management
challenges and reflects an infrastructure based on the business model and
technological environment of the 1950s. Many assets are no longer
effectively aligned with, or responsive to, agencies’ changing missions and
are therefore no longer needed. Our high-risk reports, updated most
recently in January 2005, highlighted problems with excess and
underutitized property at several agencies, including the Departments of
Defense (DOD), Veterans Affairs (VA), Energy, and State; USPS; and the
General Services Administration (GSA). Furthermore, many assets are in
an alarming state of deterioration; agencies have estimated restoration,
repair, and maintenance needs to be in the tens of billions of dollars.
Compounding these problems are the lack of reliable governmentwide
data for strategic asset management, a heavy reliance on costly leasing
instead of ownership to meet new space needs, and the cost and challenge
of protecting these assets against potential terrorism. Regarding the
federal government’s reliance on costly leasing, we testified on this issue
before this Subcommittee in October 2005.° Building ownership options
through construction or purchase and lease-purchase are generally less
costly than using operating leases to meet long-term space needs.
However, as GAO reported over the last decade, GSA relies heavily on
operating leases to meet new long-term space needs because it Jacks funds
to pursue ownership.

*GAO, Reliance on Costly Leasing ro Meet New Space Needs Is an Ongoing Problem, GAO-
0G-136T, (Washington, D.C.: October 6, 2005).
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The excess and underutilized property problem was, and continues to be,
a major reason the real property area remains high risk. In the last decade
alone, the federal government has reduced its workforce by several
hundred thousand personnel, and several federal agencies have had major
mission changes. With these personnel reductions and mission changes,
the need for existing space, including general-purpose office space, has
declined overall and necessitated the need for different kinds of space. At
the same time, technological advances have changed workplace needs,
and many of the older buildings are not configured to accommodate new
technologies. The advent of electronic government is starting to change
how the public interacts with the federal government. These changes will
have significant implications for the type and location of property needed
in the 21st century. Furthermore, changes in the overall domestic security
environanent have presented an additional range of challenges to real
property management that must be addressed, For example, agencies are
employing such measures as searching vehicles that enter federal
facilities, restricting parking, and installing concrete barriers.

The experiences of several of the major real property-holding agencies
iltustrate how mission changes have atfected agencies' real property
needs. For example, after the Cold War, DOD reduced its force structure
by 36 percent. Despite several rounds of base closures, DOD projected
that it still had considerably more property than it needed. The National
Defense Authorization Act for Fiscal Year 2002 gave DOD the authority for
another round of base realignments and military installation closures in
2005, The results of the 2005 BRAC process, which will be discussed in
more detail later, became final in November 2005. For USPS, various
factors may significantly reduce its need for some of the real property it
holds. These factors include new technologies, additional delivery options,
and the opportunity for greater use of partnerships and retail co-location
arrangerents. A July 2003 Presidential Comunission report on USPS
stated, among other things, that USPS had vacant and underutilized
facilities that added liitle, if any, value to the modern-day delivery of the
nation’s mail.’ In April 2005, we reported that USPS faces future financial
challenges due to its declining First-Class Mail business and has excess
capacity in its current infrastructure that impedes efficiency gains.” USPS

*President’s Cormmission on the United States Postal Service, Ermnbracing the Future:
Making the Tough Choices to Preserve Universal Mail Service {(Washington, D.C.: July 31,
2003,

*GAO, U8, Postal Service: Despite Recent Progress, Postal Reform Legisiation Is Still
Needed GAO-05-453T, (Washington, D.C.: April 14, 2005).
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has stated that one way to increase efficiency is to realign its processing
and distribution infrastructure.

The former main post office building in Chicago, near the Sears Tower, is
an example of a vacant USPS-owned property (see fig.1). USPS is
currently incurring about $2 million in annual holding costs for this
property, which was replaced by a new facility and vacated in 1997.
Redevelopraent of this property has taken several years because,
according to USPS, the real estate market was weak and the City of
Chicago and the developer have been unable to agree on terms. According
to USPS, the property buyer is currently in negotiations with the City of
Chicago regarding the property’s redevelopment and the granting of
certain tax exemptions from the City.

Figure 1: Example of Vacant USPS-Owned Property--the Former Main Post Office in downtown Chicago, llinois

Soureo: USPS.

In the mid-1990s, VA began shifting its rote from being a traditional
hospital-based provider of medical services to an integrated delivery
system that eraphasizes a full continuum of care with a significant shift.
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from inpatient to outpatient services. Subsequently, VA has struggled to
reduce its large inventory of buildings, many of which are underutilized or
vacant. In August 2003, we reported that VA had 577 vacant and
underutilized properties. Figure 2 shows an example of a vacant VA-owned
property in Milwaukee, Wisconsin.

Figure 2: Examplie of Vacant VA-Owned Property—The Former Main Hospital
Building on the Milwaukee, Wisconsin, Health Facifity Campus

SBource: VA,

The L. Mendel Rivers Federal Building in Charleston, South Carolina is an
example of a vacant, highly visible federal building owned by GSA (see fig.
3). This property, which is contaminated with asbestos, has been
unoccupied since it sustained damage from Hurricane Floyd in 1999. In the
last 10 years, GSA has unsuccessfully explored various options for
disposal or reuse. Currently, GSA is planning, under existing authority, to
exchange this building with a property owned by the City that would suit
the federal government’s needs.
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U T R SR
Figure 3: Example of Vacant GSA-Owned Property—The L. Mendel Rivers Federal
Building in Charleston, South Carolina

Source: Eenst and Young.

The magnitude of the problem with underutilized or excess federal
property puts the government at significant risk for wasting taxpayers’
money and missing opportunities to benefit faxpayers. First, underutilized
or excess property is costly to maintain. In our 2003 high-risk report, we
reported that DOD estimated that it was spending $3 billion to $4 billion
each year maintaining facilities that were not needed. It is likely that other
agencies that continue to hold excess or underutilized property are also
incurring significant costs for staff time spent managing the properties and
on maintenance, utilities, security, and other building needs. Second, in
addition to day-to-day operational costs, holding these properties is costly
for the government, because these buildings and land could be put to more
cost-beneficial uses, exchanged for other needed property, or sold to
generate revenue for the government. Continuing to hold property that is
unneeded does not present a positive image of the federal government in
local communities, Instead, it presents an image of waste and inefficiency
that erodes taxpayers’ confidence in government. Finally, it also can have
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a negative impact on local economies if the property is occupying a
valuable location and is not used for other purposes, sold, or usedina
public-private partnership.

The excess and underutilized property problem, as well as the other
problems that led to our high-risk designation, has been exacerbated by a
number of factors that inhibit the government's ability to efficiently
dispose of or reuse excess and underutilized property. These include
competing stakeholder interests in real property decisions, various legal
and budget-related disincentives to businesslike outcomes, and the need
for better capital planning by real property-holding agencies. More
specifically:

Competing Stakeholder Interests - In addition to Congress, OMB, and the
real property-holding agencies themselves, several other stakeholders
have an interest in how the federal government carries out its real
property acquisition, management, and disposal practices. These include
foreign and local governments; business interests in the communities
where the assets are located; private sector construction and leasing firms;
historic preservation organizations; various advocacy groups; and the
public in general, which often views the facilities as the physical face of
the federal government in local communities. As a result of competing
stakeholder interests, decisions about real property often do not reflect
the most cost-effective or efficient alternative that is in the interests of the
agency or the government as a whole, but instead reflect other priorities.

Legal and Budgetary Disincentives -The complex legal and budgetary
environment in which real property managers operate has a significant
impact on real property decisionmaking and often does not lead to
economically rational and businesslike outcomes. For example, GSA does
not have the authority to enter into public-private partnerships to
redevelop property. We have reported that public-private partnerships
might be a viable option for redeveloping obsolete federal property when
they provide the best economic value for the government, corapared with
other options, such as federal financing through appropriations or sale of
the property, Furthermore, resource limitations, in general, often prevent
agencies from addressing real property needs from a strategic perspective.
When available funds for capital investment are limited, Congress must
weigh the need for new, modern facilities with the need for renovation,
maintenance, and disposal of existing facilities, the latter of which often
gets deferred. In disposing of excess property, agencies also need to
consider a range of laws intended to address other objectives--such as
historic preservation and environmental remediation.
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Need for Improved Capital Planning - Over the years, we have reported
that pradent capital planning can help agencies to make the most of
limited resources, and failure to make timely and effective capital
acquisitions can result in increased long-term costs. GAQ, Congress, and
OMB have identified the need to improve federal decisionmaking
regarding capital investment. Our Executive Guide," OMB’s Capital
Programming Guide, and OMB's revisions to Circular A-117 have attempted
to provide guidance to agencies for making capital investment decisions.
However, agencies are not required to use the guidance. Furthermore,
agencies have not always developed overall goals and strategies for
implementing capital investment decisions, nor has the federal
government generally planned or budgeted for capital assets over the long
term.

Various Efforts
Initiated, but a
Transformation
Strategy Is Still
Needed

Since our designation of the federal real property area as high-risk in
January 2003, the administration and executive agencies have initiated
some important efforts to address these problems, including the addition
of the Federal Asset Management Initiative to the President’s Management
Agenda and an executive order on real property management reform
which led to the development of guiding principles for real property asset
management. The executive order requires the establishment of senior real
property officers at specified executive branch departments and agencies
who, among other things, prioritize actions needed to improve the
operational and financial management of the agency’s real property
inventory.” The order also established a Federal Real Property Council,
with representation from major real property-holding agencies. The
council has developed guiding principles for real property asset
management, and is also developing performance measures, a real
property inventory database, and an agency asset management planning
process. Related to the excess and underutilized property problem, the
administration has set a goal of reducing the valie of the federally owned
property inventory by 5 percent, or $15 billion, by 2009. The executive
order and related initiatives are clearly positive steps. However, they have

*GAO, Executive Guide: Leading Practices in Capital Decision-making, GAO/AIMD-99-32
{Washington, D.C.: Dec. 1998).

"OMB, Circular No. A-11, Appendix B.

See 31 USC §901 (b)(1) and (b)(2) for a list of executive branch departments and agencies
that are required to establish a senior real property officer.
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not been fully implemented and further actions—which will be discussed
later——are necessary to address the underlying obstacles to reform.

In addition to the administration’s efforts, the Consolidated
Appropriations Act for Fiscal Year 2005, Public Law 108-447, gave GSA the
authority to retain the net proceeds from the disposal of federal property
for fiscal year 2005 and fo use such proceeds for G8A’s real property
capital needs. However, this provision was not included in the GSA
appropriation act for Fiscal Year 2006.° Also, the Veterans Health
Programs Improverment Act of 2004, Public Law 108-422, established a
capital asset fund and gave VA the authority to retain the proceeds from
the disposal of its real property for the use of certain capital asset needs
such as demolition, environmental clean-up, and major repairs. Qverall,
agencies such as DOD, VA, and GSA have made progress in addressing
long-standing federal real property problems. For example:

VA has established a process called Capital Asset Realignment for
Enhanced Services (CARES) fo address its aging and obsolete portfolio of
health care facilities. In March 2005, we reported that through CARES, VA
identified 136 locations for evaluation of alternative ways to align inpatient
services—99 facilities had potential duplication of services with another
nearby facility or low acute patient workload. VA made decisions to
realign inpatient health care services at 30 of these locations. For example,
it will close all inpatient services at b facilities. VA’s decisions on inpatient
alignment and plans for farther study of its capital asset needs are tangible
steps in improving management of its capital assets and enhancing health
care. Accomplishing its goals, however, will depend on VA’s success in
completing its evaluations and implementing its CARES decisions to
ensure that resources now spent on unneeded capital assets are redirected
to health care.

In DOD's support infrastructure management area, which we identified as
high-risk in 1997, DOD has made progress and expects to continue making
improvements. In May 2003, we testified that DOD implemented the
recommendations from the previous four Base Realignment and Closure
(BRAC) * rounds within the 6-year period mandated by law and work on a

i Transportation, Treasury, lousing and Urban Development, the Judiciary, District of
Columbia and Independent Agencies Appropriations Act, 2008, Pub, L. 109-115, 119 Stat.
2396 {2005).

YBRAC is the process DOD has previously used to reorganize its installation infrastructure
to more efficiently and effectively support its forces and increase operational readiness.
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5th, 2005 BRAC, was underway.' DOD estimated that it had reduced its
domestic infrastructure by about 20 percent from the four prior rounds, as
measured by the estimated cost to replace the property; about 90 percent
of unneeded BRAC property is now available for reuse. DOD has realized
substantial net savings from those four rounds over time.
Recommendations approved by the 2005 BRAC round are expected to
further reduce DOD’s infrastructure but by a much smaller margin than
initially expected, although it expects to make a significant reduction in
leased space in implementing the BRAC recommendations. DOD also
expects to use BRAC to further transformation and related efforts, such as
restationing troops from overseas as well as joint basing among the
military services. The President concurred with and sent the 2005 BRAC
report to Congress in September 2005, and absent congressional action to
reject the recommendations within the 45 days provided by law, they
became final in November 2005. Planning is now underway to implement
those recommendations.

GSA has recognized in recent years that it has many buildings that are not
financially self-sustaining and/or for which there is not a substantial long-
term federal purpose. To address this problem, GSA began its Portfolio
Restructuring in 2001. This effort seeks to eliminate non-performing or
obsolete properties from the GSA inventory. In January 2006, GSA told us
that since fiscal year 2002, it had identified 204 buildings as excess and
demolished 50 others. We have not evaluated this initiative.

Despite the progress that has been made, we still believe that current
structiures and processes may not be adequate to fully address the federal
real property problems. The breadth and complexity of the issues involved
and the long-standing nature of the problems and their underlying causes
will likely continue to hamper agencies’ efforts to realign their real
property assets to their missions. This is of particular concern for civilian
agencies that do not have an independent decision-making apparatus like
BRAC. Given this, we concluded in our high-risk report and in our update
in January 2005, and still believe, that a comprehensive and integrated
transformation strategy for federal real property is needed. Such a strategy
could build upon the executive order by providing decisionmakers with a
road map of actions for addressing the underlying obstacles, assessing
progress governumentwide, and enhancing accountability for retated
actions. Using input from agencies, the private sector, and other interested

“"GAQ, Military Base Closures: Observations on Prior and Current BRAC Rounds,
GAD-05-614 (Washington, D.C.: May 3, 2008).
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groups, the strategy could comprehensively address these long-standing
problems with specific proposals on how best to

realign the federal infrastructure and dispose of unneeded property, taking
into account mission requirements, changes in technology, security needs,
costs, and how the government conducts business in the 21st century;

address the significant repair and restoration needs of the federal
portfolio;

ensure that reliable governmentwide and agency-specific real property
data—both financial and program related—are available for informed
decisionmaking;

resolve the problem of heavy reliance on costly leasing; and

consider the impact that the threat of feryorism will have on real property
needs and challenges, including how to balance public access with safety.

To be effective in addressing these problems, it would be important for the
strategy to focus on the underlying obstacles by

minimizing the negative etfects assoctated with competing stakeholder
interests in real property decisionmaking;

providing agencies with appropriate tools and incentives that will facililate
businesslike decisions—for example, consideration should be given to
what financing options should be available; how disposal proceeds should
be handled; what process would permit comparisons between
rehabilitation/renovation and replacement and among construction,
purchase, lease-purchase, and operating lease; and how public-private
partnerships should be evaluated;

addressing federal human capital issues related to real property by
recognizing that real property conditions affect the productivity and
morale of employees and the federal government’s ability to attract and
retain high-performing individuals;

improving real property capital planning in the federal government by
helping agencies to better integrate agency mission considerations into the
capital decision-making process, make businesslike decisions when
evaluating and selecting capital assets, evaluate and select capital assets
by using an investment approach, evaluate results on an ongoing basis,
and develop long-term capital plans; and
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ensuring credible, rational, long-term budget planning for facility
sustainment, modernjzation, or recapitalization.

As an example, OMB and other stakeholders could look to the USPS
Strategic Transformation Plan and related progress reports, which GAO
has supported for guiding postal reform.” Also, the transformation
strategy should reflect the lessons learned and leading practices of
organizations in the public and private sectors that have attempted to
reform their real property practices. Qver the past decade, leading
organizations in both the public and private sectors have been recognizing
the impact that real property decisions have on their overall success.
Better management of real property assets in the current environment
calls for a significant departure from the traditional way of doing business.
Solutions should not only correct the long-standing problems we have
identified but also respond to and support agencies’ changing missions,
security concerns, and technological needs in the 21st century. If actions
resulting from the transformation strategy comprehensively address the
problems and are effectively implemented, agencies will be better
positioned to recover asset values, reduce operating costs, improve facility
conditions, enhance safety and security, recruit and retain employees, and
achieve mission effectiveness.

Solving the problems in this area will undeniably require a reconsideration
of funding priorities at a time when budget constraints will be pervasive.
Without effective incentives and tools; top management accountability,
leadership, and commitment; adequate funding; full iransparency with
regard to the government's real property activities; and an effective system
to measure results, long-standing real property problems will continue and
likely worsen. However, the overall risk to the government and taxpayers
could be substantially reduced if an effective transformation strategy is
developed and successfully implemented, reforms are made, and property-
holding agencies effectively implement current and planned initiatives.
OMB has informed us that it has taken additional steps to address the
federal government’s problems in the real property area. Specifically, it
has developed an action plan for addressing these long-standing issues in
relation to the President’s Management Agenda and the executive order.
To assist OMB with its efforts, we have agreed to meet regularly to discuss

)8, Postal Service, Strategic Transformation Plan (Washington, D.C.: Sept. 2005); U.S.
Postal Service, Progress Report (Washington, D.C.: Nov. 2004).
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progress and have provided OMB with specific suggestions on the types of
actions and results that could be helpful in justifying the removal of real
property from the high-risk list.

Mr. Chairman, this concludes my prepared statement. I would be happy to
respond to any questions you or other Members of the Committee may
have at this time.

Scope and
Methodology

We conducted our work for this testimony from October 2005 to January
2006 in accordance with generally accepied government auditing
standards. The work is based on our past reports on federal real property
and, specifically, excess and underutilized property issues.

Contacts and
Acknowledgments

(543154)

For further information on this testimony, please contact Mark L.
Goldstein on (202) 512-2834 or at GoldsteinM@gao.gov. Key contributions
to this testimony were made by Kieran McCarthy, Susan Michal-Smith, and
David Sausville.
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Good morning Mr. Chairman and Members of the Subcommittee. My name is William
Matthews, Assistant Commissioner, Office of Real Property Asset Management, and
Public Buildings Service (PBS) of the General Services Administration (GSA). | am
pleased to appear before you to discuss how GSA leases space and answer any of

your questions.

GSA is the nation's largest public real estate organization, providing workspace for more
than 1.1 million Federal workers. We are a real estate services delivery organization —
supporting our customer agencies in their mission of service to the American people. As
such, it is our mission to provide a superior workplace for the Federal worker and a

superior value for the taxpayer.

Our Agency Customers are required to use existing, vacant, Federally-controlled space
when that space is available and suitable to meet their mission requirements. When

suitable Federal space is not available, we can lease space from the private sector...

Approximately half of our customers' workforce is housed in about 1600 buildings
owned by the Federal Government through GSA. The other half are located in over
7,300 buildings that we lease from the private sector in over 2,000 American

communities across the United States and its territories. These leased buildings
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together comprise over 167 million square feet of our total portfolio of approximately 340
million square feet. Our annual rent bill for leases with private landlords is about $3.8

billion.

We lease space in both large cities and small towns when leasing is the only practical
answer to meeting Federal space needs. More than 50 percent of our leases (by
number) are for 10,000 square feet or less. The size of a lease can range from a single

room to an entire building.

We lease all types of space for most Federal agencies, including offices, laboratories,
warehouses, clinics, and border stations. We locate them according to the customer’s
mission requirements in urban, suburban, and rural areas and in accordance with
established location and security policies. We execute many single tenant leases, but
also many multi-tenant leases with agencies consolidated for economy of scale. Other
GSA leases meet tenant’s needs for store-front locations and high public access. These
are in contrast with other leases for customers who require limited access to and control
of their buildings for security purposes. As | said, GSA leases all types of space for

Federal agencies.

When the existing inventory of buildings in the local market cannot meet our customer’s
requirements, and where Federal construction is not an option, we solicit the
construction of a new building, which is built to meet our customer's specifications and

leased by us on the customer’s behalf.
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Our principal authority to lease real property for use by Federal agencies is derived from
the former Federal Property and Administrative Services Act of 1949 and
Reorganization Plan No. 18 of 1950. That authority is now codified in Title 40 of the
United States Code, Section 585, which authorizes GSA to enter into space leases on

behalf of Federal agencies for terms up to 20 years.

In terms of cost to our tenants, we strive to keep leasing costs at or below market levels
and have developed comprehensive sirategies to do so. We use standard industry
benchmarks and market surveys to assure that we get the best value for our customers.
We use published market sources to gain a better understanding of area markets. Our
standard lease forms balance the interests of the Government against the interests of
private landlords to achieve cost-effective contract terms. Because GSA often acquires
large blocks of space to meet the needs of multiple Federal agencies, we are often able
to leverage our market position to get more favorable rent rates and lease terms for the
Federal taxpayer. Also, the credit worthiness of the Federal Government can serve as

an important consideration in obtaining competitive or below-market rent rates.

Additionally, this year we awarded a National Broker Contract. This effort consolidated
our private sector leasing support services among four commercial real estate service
firms. This award is the largest single contract of its type in the history of GSA’s Public

Buildings Service and will enable us to leverage the expertise of private sector brokers
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and increase our capacity to achieve the best value in the market place. It will also
assist us in our efforts to standardize leasing practices nationwide and provide more

support to our customers.

Another important consideration in measuring value in the real estate arena is the cost
of having vacant space. The vacant space within our leased inventory is only 1.3
percent - a figure well below the national industry average of 14.5 percent according to

Torto Wheaton Research.

Security

Not surprising the ever increasing need for security does have an effect on GSA’s
leasing process and on GSA's leases. The need for greater building setbacks, blast
resistance, building access requirements and who can be co-located within our space

all affect our lease procurement and the cost of the space we lease.

Laws and Requlations

Our leasing process is conducted within a framework of procedures that comply with a
comprehensive list of laws and Executive orders that apply to Government contracts.
These include the Competition in Contracting Act; the Small Business Act; and energy,

environmental, and historic preservation laws and orders.
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Leases with an annual cost that exceeds a specific doflar threshold amount ($2,410,000
in fiscal year 2006) require explicit congressional authorization. For this purpose GSA
submits prospectuses to the Senate Committee on Environment and Public Works and

the House Committee on Transportation and Infrastructure for their approval.

Leasing Process

For all of our leasing activities we follow a fairly standard process. This process staits
with our customer agencies approaching us with their workplace requirements. Some
customers come to us with a complete requirements package developed in accordance
with professional space planning models, For other customers, we need to work closely

with them to document their specific requirements.

In determining the actual requirements of our customers, we conduct a series of
meetings with the customer to review and confirm their general requirements. Once
our gusiomer's space requirements are better established, we memorialize the amount
and types of space they need, and the expected duration of the lease, in an interagency
agreement called an Occupancy Agreement. At this stage, we review the availability of
Federally-controlied space that may meet the agency’s requirements. if none is

available, we then study the market against the customer's requirements and develop
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and present various leased housing options. When we agree with our customers on the
best approach, we then formalize the requirements for our Solicitation for Offers. At this

stage, we also document our proposed arrangement with the agency customer.

We advertise requirements for space in local newspapers and/or the Federal business

opportunities webpage at www.fedbizopps.gov to ensure that we get the maximum

amount of competition from the private sector.

Once initial bids are received, we generally conduct negotiations with all Offerors to
assure that they understand the requirements and can better prepare their finai
proposals. When final proposals are received, we evaluate them and make an award to
the responsible Offeror whose proposal represents the best value to the Government
considering price and other factors. Most leases are awarded to the Offeror who meets
the Government's minimum requirements at the lowest price. For more complex
requirements, however, we sometimes conduct "source selection” procurements where
a higher-rated qualitative proposal may prevail over a lower-rated and lower-priced
proposal. These cases require a determination that the technical superiority offered by

the higher priced proposal is worth the cost differential.

We give the successful Offeror an adequate time to build out the space according to the
lease requirements; we inspect and accept the space; we assist our tenants in

occupying the space; and then start the rent paying process.
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GSA's lease responsibilities do not stop when the customer occupies the space.
Typically, unless GSA has delegated operational responsibility to our customer agency,
GSA is responsible for the administration of the lease throughout the term. Also, under
a program called “Can’t Beat GSA Leasing”, GSA delegated its leasing authority to
other Federal agencies. !t was our intention to make GSA a provider of choice for our
Federal agency customers; and | am pleased to say that almost all of our customers

chose to stay with GSA because of the service and value we provide.

Mr. Chairman, this is the approach we use to identify and meet our customer agency’s
mission requests for work space. Meeting our customer’s requirements in an efficient
and cost effective manner is our Agency’s highest priority. Customer service and
customer satisfaction together with achieving superior value for the American taxpayer

are at the core of the GSA mission.

Mr. Chairman, thank you for the opportunity to testify before your Subcommittee. | will

be happy to answer any questions you or Members of the Subcommittee may have.
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Hkkok

Mr. Chairman and Members of the Subcommittee, | am pleased to appear this afternoon to
provide you with an overview of the Department of Veterans Affairs’ (VA) ongoing efforts and
processes to strategically manage underutilized and vacant space within VA's system.

VA is the owner, tenant, and operator of one of the fargest healthcare related real estate
pertfolios in the nation. Its inventory consists of an assoriment of land, buildings, and facilities
such as hospitals, clinics, and office buildings. Many of these facilities currently are used,
managed, and maintained in relation to and for promotion of the respective activities of VA’'s
“Veterans Health Administration” (VHA), “Veterans Benefits Administration” (VBA), and
“National Cemetery Administration” (NCA). In total, there currently are approximately 32,527
acres of land and 5,306 buildings on approximately 300 sites.

At the close of FY 2005, VA owned 148,645,698 square feet of space, 4,971,815 square feet of
which was underutilized space VA outleased to generate revenue. This represents a 1,035,205
square foot reduction in non-productive, underutilized space from the previous fiscal year.
Nationwide, the cost per square foot to operate and maintain VA properties was equivalent to
$4.98 per square foot for a holding cost total of $758,867,828, based on Federal Real Property
Council definitions, in FY 2005.

VA utilizes a capital asset management tool called Enhanced-Use Leasing to better manage
underutilized properties. From underutilized assets, revenue is redirected back to the
healthcare and capital operations of our medical centers, cemeteries, and benefits offices that
serve our nation's veterans every day. Revenue from these projects helps provide additional
funding to the medical centers through healthcare and capital costs with enhanced use
agreements. In 2005, VA received over $800,000 in-kind consideration in form of cash and
$28,000,000 in one lump Enhanced-Use Lease payment. VA partners with private or non-profit
entities that, in turn, provide, as consideration, low-cost senior housing, co-generation energy
facilities, single room occupancy housing (homeless shelters), child care, mental heaith centers,
office buildings, and parking facilities that are not VA programs.

VA does, however, have a significant number of properties in its inventory in locations that do
not coincide with where veterans currently live, and in many cases are over 50 or 60 years old.
Nationwide, 7,413,625 of the total VA square footage, or 5%, is vacant but scattered throughout
the country. As modern trends in healthcare move away from large inpatient units and more
toward outpatient care, VA may see large areas of vacant space at one facility, while another
facility may have a significant need for additional space.

Page 1 of 8
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| now want to discuss with you VA’s efforts in managing this complex property portfolio while
continuing to increase benefits and enhance services to veterans.

CARES

Former Secretary Anthony Principi formed the Capital Asset Realignment for Enhanced
Services {CARES) Commission to conduct a "comprehensive, system-wide approach...,
identifying the demand for VA care and projecting into the future the appropriate function, size,
and location for VA facilities.” The Commission submitted findings and recommendations in
February of 2004, and on May 7, 2004, the Secretary released his CARES Decision based on
the Commission’s findings and recommendations for each CARES site. This Decision became
VA’s roadmap into the future.

in fact, Veterans Integrated Service Network (VISN) 12, here in Chicago is the first site whereby
VA used its Enhanced-Use Leasing authority to implement a CARES realignment decision.
Specifically, on January 18, 2005, VA signed a 75-year Enhanced-Use Lease with Northwestern
Memorial Hospital (NMH) for two parcels of land totaling 3.8 acres. VA realized $28 million
upon signing the lease. Then, on October 4, 2005, after the Secretary determined that the two
parcels were no longer needed by the Department, VA per 38 U.S.C. § 8164 and applicable
lease terms, disposed of them to NMH in exchange for an additional $22 million. Thisis an
example of a very successful leasing and disposal of underutilized VA property. These
transactions resulted in a demonstrable improvement of services to eligible veterans by
permitting VA to offset the cost of implementing CARES in the City of Chicago and other
locations, and avoid future maintenance of aging health care facilities. They also ensured the
continuation of quality medical care for Chicago area veterans through VA's use of monetary
consideration from the Lakeside Enhanced-Use Lease to fund additional FY 2006 capital
improvements.

VA’s Portfolio Management Approach

VA utitizes a three-tiered portfolio management approach. This approach is the blueprint for VA
portfolioc management nationwide. First, VA manages what we have more effectively through
Federal Real Property Councit (FRPC) performance standards as well as using unique
technology-assisted inventory management system. Secondly, VA selects prudent capital
investments through appropriated dollars. And lastly, we use an innovative approach to reduce
underutilized assets through our Enhanced-Use Lease authority.

Approach # 1. More Effective Management of Assets

VA is committed to four metrics that set the goals for performance. They include the percent of
space utilization as compared to overall space (owned and direct leased); the percent condition
index (owned buildings}; the ratio of non-mission-dependent assets to total assets; and lastly
the ratio of operating costs per gross square foot (GSF) adjusting for inflation. These goals are
based on the FRPC standards for performance measurement in capital portfolio management.

VA is striving to utilize information technology and established capital asset management
principles to improve the management of its capital resources. VA created Capital Asset
Management System (CAMS), an integrated, Department-wide system, enabling VA to analyze,
monitor, and manage VA's portfolic of capital assets. Data are organized and presented to
strategically monitor performance against capital asset goals within and across asset types and
VA Administrations (VHA, VBA, and NCA).
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Approach # 2: Prudent Investments with Appropriated Dollars

VA uses appropriated dollars to manage CARES capital investment projects that have proven to
be prudent investments. Each project is measured by the President's Management Council and
VA performance measures to ensure the best use of our overall portfolio needs. This innovative
approach has allowed VA to manage underutilized assets in a more efficient and cost-effective
manner.

Approach #3: Enhanced-Use Leasing Authority

VA studies its real property holdings through the CARES process to determine mission-critical
need. Should a need not exist, VA primarily uses the Enhanced-Use Lease authority to
outlease the property to generate non-appropriated revenues, and otherwise considers the use
of more traditional conveyance and disposal authorities. Having recognized the need to reduce
the number of vacant and underutilized real property assets, over the past 14 years VA has
awarded 47 projects through the Enhanced-Use Leasing authority. This legislation provides
the Department an asset management authority that allows VA to enter into agreements with
public and private entities for the use of VA space and/or land for private development, resulting
in some form of consideration back to VA and to veterans. An additional 100 initiatives are
being studied, of which 45 projects are currently “active”.

VA’s Enhanced-Use Lease Authority was initially authorized in 1991 under Title 38 U.S.C.
Section 8161 through 8169 and has been modified and reauthorized until 2011, The Enhanced-
Use Leasing program provides VA with a proven method of leveraging VA's diverse real estate
portfolio and market position. This authority allows for realignment of under-performing property
to produce the “highest and best” return to veterans, taxpayers, and the government.

Traditionally, VA land and buildings were acquired and managed by utilizing appropriated funds.
The Enhanced-Use Leasing program has brought significant cost savings, substantial private
investment, new long-term sources of revenues, as well as jobs or tax revenues for the local,
state and federal sectors.

Below are a few additional exampies of successful property portfolio management through
Enhanced-Used Leasing.

Minneapolis, Minnesota ~ Single Room Occupancy {SRO): On September 1, 2005, the
Department awarded an Enhanced-Use Lease of 4.341 acres of land on the VAMC campus to
the selected lessee/developer, Hennepin County Housing and Redevelopment Authority
(HCHRA) for a SRO facility. HCHRA intends to construct not less than 140 units in 2 existing
VA buitdings and adequate associated parking, and use existing Building 11 as an
administration building. HCHRA would be responsible for the financing, design, construction,
renovation, operation, maintenance, and provision of services at the facility. Benefits from the
lease include the availability of safe, decent and affordable housing for veterans and others who
are in need, storage and office space for VA, as well as significant cost avoidance to VA by
reducing reliance on inpatient and domiciliary resources. Such benefits, together with ground
rent to VA, will permit more resources to be directed toward direct veteran care.

Leavenworth, Kansas — Mixed-Use Development: On August 5, 2005, VA signed an
Enhanced-Use Lease with Eisenhower Ridge Association (ERA) to renovate 38 underutilized
buildings and to adaptively reuse historic properties located on approximately 50 acres of jand.
This mixed-use development will provide services and accommodations relating to affordable
senior housing, long-term care, transitional veterans housing with supportive services, long-term

Page 3 of 8



65

veteran housing, and educational and community support facilities. The project will also resuit
in additional land (without historical buildings) to become available to the Leavenworth National
Cemetery for additional gravesites for veterans and for a columbarium.

Chicago (Lakeside), lilinois — Realignment: As previously indicated, on January 18, 2005, VA
signed a 75-year Enhanced-Use Lease with Northwestern Memorial Hospital (NMH) for two
parcels of land totaling 3.8 acres. VA realized $28M in exchange for the lease. Then, on
October 4, 2005, after the Secretary determined that the two parcels were no longer needed by
the Department, VA per 38 U.S.C. § 8164 and applicable lease terms, disposed of them to NMH
in exchange for an additional $22 million. These two transactions mark the first time that VA
has used its Enhanced-Use Leasing authority to implement a CARES realignment decision.
The Lakeside lease will result in a demonstrable improvement of services to eligible veterans by
permitting VA to offset the cost of implementing CARES in the City of Chicago and other
locations, and avoid the future cost of investing VA's limited capital funds in aging health care
facilities. The lease also will insure the continuation of quality medical care for Chicago area
veterans and enhance the Department’s ability to better manage its resources, including the
portfolio of Federal real property assets under VA’s control. VA used monetary consideration
from the Lakeside Enhanced-Use Lease to fund additional FY 2006 capital improvements.

Tuscaloosa, Alabama ~ Hospice: On September 22, 2002, VA leased approximately 3.7 acres
on the Tuscaloosa VA Medical Center campus to the Hospice of West Alabama (HOWA) for 75
years to finance, design, develop, construct, operate, and maintain a "hospice facility” with not
less than 8 beds available to veterans on a priority basis and then to other residents in need of
hospice care. VA and veterans benefit in obtaining access to new safe, decent and affordable
inpatient hospice care and services to VA-referred veterans who are in need of hospice care.

Chicago (Westside) Hlinois — Energy: On August 12, 2002, VA entered intc an EU Lease of
VA real property to a trust that has secured a developer/operator Energy Systems Group (ESG)
to develop and thereafter operate and maintain a state-of-the-art energy center that produces
and sells energy to the VAMC with an opportunity to sell energy products to non-VA users. In
return, VA receives energy cost savings.

North Chicago, lllinois — Energy Phase 1: On May 1, 2002, VA entered into an EU Lease of
VA real property to a trust that has secured a developer/operator Energy Systems Group (ESG)
to develop and thereafter operate and maintain a state-of-the-art energy center that produces
and sells energy to the VAMC with an opportunity to sell energy products to non-VA users. in
return, VA receives energy cost savings.

Chicago {(Westside) lllinois ~ Regional Office Collocation: On April 22, 2002, VA leased 4
acres of land on the Westside campus for 35 years to a lessee/developer who would finance,
develop, construct, and manage a commercial office building. This agreement enabled VA to
collocate the Chicago VA Regional Office on the VA medical center campus to improve delivery
of benefit and health care services, reduce costs, enhance VA property and improve access for
Hlinois veterans and their families. In return, VA receives turn-key office space, with no capital
cost. The lessee also provides in-kind services and other benefits as long as VA requires office
space.

Chicago (Westside) lltinois — Parking: On April 22, 2002, VA also leased 4 acres of land on

the Westside campus for 35 years to a lessee/devetoper who would finance, develop, construct,
and manage a parking garage complex. In return, VA receives vital additional parking at no
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capital cost. The lessee will also provide in-kind services and other benefits as long as VA
requires parking.

indianapolis, Indiana — Consolidation: On September 6, 1996, VA leased approximately
22.29 acres of the 30 acre Cold Spring Road Division to the State of Indiana. This transaction
allowed VA to close the Cold Springs Road Division and consolidate operations at the West
Tenth Street Division of the VA Medical Center at Indianapolis. As part of the State’s total renta!
consideration (315.7 million) for the property, $9.8 million is provided as revenue to support
benefits for the veterans of the State of Indiana and to provide other VA benefits as the
Secretary deems necessary elsewhere. The remaining $5.9 million is valued as in-kind
consideration which includes property maintenance services to VA,

Land Management Taskforce

With the lessons we have learned in the CARES process, VA is developing a Land
Management Taskforce. It is envisioned that this Taskforce will be focused on a top-down
review of all underutilized assets and their associated encumbrances. A VA “Site Review
Board” will be tasked with steering a full review of all the CARES assets and identifying any and
all sites that may have underutilized space. The results of this faskforce will steer the course for
future Enhanced-Use Lease transactions that will reduce VA's underutilized and vacant assets
and generate revenues to support our mission. This is a unique opportunity to increase the
revenue generated from VA’s underutilized assets.

Conclusion

Throughout the process, VA has worked closely with Congress and is committed to keeping
members of Congress apprised of VA's efforts to promote efficient business practices in
maintaining real property portfolios.

Thank you for your interest in this process, and | appreciate your continued commitment to our

nation's veterans. That concludes my statement. | will be glad to respond to any questions that
you or Members of the Subcommittee may have.
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APPENDIX

1 | Washington DC | Child Development Center 4/20/1993
2 | Houston TX | Collocation 8/23/1993
3 | West Palm Beach FL | Public Safety Center 11/14/1994
4 | West Haven* CT | Child Development Center 12/1/19%4
5| BigSpring TX | Parking 3/8/199%
| 6 | Indianapolis IN | Consolidation | 9/23/19% |
7 | Bay Pines* _FL_ | Child Development Center ~ 5/22/1997
8 | 5t. Cloud MN | Golf Course 7/28/1997
9 | Atlanta GA | Regional Office (RQ) Collocation 12/18/1997
10 | Portland OR | Single Room Occupancy (SRO) 7/14/1998
11 | North Little Rock AR | Golf Course 10/1/1998
12 | Mt. Home TN | Medical School 12/17/1998
13 | Sioux Falls SD | Parking 47171999
14 | Danville 1L | Senior Housing 4/27/1999
15 | Mt. Home TN | Energy 12/2/1999
16 | Indianapolis* IN | Nursing Home 12/6/1999
17 | Dallas TX | Child Development Center 12/20/1999
18 | Roseburg OR | SRO 8/1/2000
19 | Salt Lake City UT_| RO collocation 5/9/2001
20 | Durham NC | Mixed Use / Research 1/3/2002
21 | North Chicago IL | Medical School 4/10/2002
22 | Chicago (Westside) JL._ | RO Collocation/Tarking Structure 4/22/2002
23 | North Chicago 1L | Energy Center Phase | 5/21/2002
24 | Batavia* NY | Single Room Occupancy (SRO) 5/24/2002
25 | Chicago (Westside) IL | Energy 8/12/2002
26 | Tuscaloosa AL | Hospice 9/19/2002
27 | Barbers Point HI | Single Room Occupancy 3/17/2003
28 | Milwaukee W1 | Repional Office (RO) Coliocation 7/17/2003
29 | Hines 1L | SRO Phase I (Building 14) 8/22/2003
30 | Somerville Nj | Mixed Use o 9/5/2003
31 | North Chicago Energy Center Phase Il 10/29/2003
IL_ | (Expansion)
32 | Mound City IL | Interpretive/Visitor Center 11/6/2003
33 | Butler PA | Mental Health Facility 12/18/2003
34 | Portland OR { Crisis Triage Center 2/13/2004
35 | Charleston/MUSC SC | Affiliate Partnering 5/18/2004
36 | Hines IL | SRO Phase IT 7/30/ 2004
37 1 Minneapolis _MN | Credit Union 8/17/2004
38 | Batavia NY | Assisted Living 8/24/2004
39 | Bedford MA | Single Room Occupancy housing 9/10/2004
. Building 14 - Transitional Housin, .
40 | Hines 1L | (Amended and Restated) i N 11/12/2004
Building 53 - Assisted Living
41 | Hines . | {Amended and Restated) 12/27/2004 |
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42 | Dayton Child Care Development Center 12/30/04
43 | Dayton OH | Housing Initiative 12/30/2004
44 | Chicago (L.akeside) Realignment 1/18/2005
45 | 5t. Cloud MN | Homeless Housing 5/24/2005
46 | Leavenworth KS | Residential Health Care 8/5/2005
47 | Minneapolis MN | Single Room Occupancy (SRO) 9/1/2005

* Terminated projects

Secretary’s Approved Priority Enhanced-Use Lease Projects (July 2005)

Albany, NY

Parking Lease to not-for-profit corporation for construction and
maintenance of a parking structure.
Albuquerque, Assisted Living | Lease for assisted living for spinal cord injury patients.
NM
Battle Creek, MI | Laundry Lease to reduce laundry costs.
Brevard, FL Assisted Living | Lease of donated land to establish an assisted living housing
complex.
Butler, PA Homeless Expansion of existing homeless residence to serve veterans.
Residential
Program
Butler, PA Hospital Demolition of old hospital and support buildings, construction of
new hospital, cancer center, and medical office buildings.
Cleveland, OH | Domiciliary Lease to provide funding for services of 120-bed domiciliary,
space for VA program support, and community organizations,
Columbia, SC | Mixed Use/ Lease for a mixed-use residential development; possible VBA
Realignment Regional Office relocation to the VAMC campus.
Danville, 1L Student Lease to reduce llliana HCS overhead and create 144-bed student
Housing housing complex.

Ft. Howard, MD

Mission Realign

Lease for development of a continuum of care retirement
community & a replacement CBOC on the vacated VA campus.

Hines, IL Assisted Living | Create assisted living facility in existing building with non-profit,
Houston, TX Clinical/ Lease to develop clinical and ambulatory space.
Ambulatory
Space
Lebanon, PA Golf Course Lease to township by providing golf therapy to patients.
Los Angeles, CA | Collocation VBA will exit leased space to collocate at VHA space.
Marion, IL Hotel Lease to increase access to on site hotel for veterans and families.
Marion, IN Senior Housing | Low income housing for senior and veterans
Milwaukee, WI | Mixed Use Proposed EU lease for assisted living, retail, and entertainment

development.

Montrose, NY

Assisted Living

Reduce maintenance and repair costs to VA while providing
funding for community-based clinics and senior and assisted
living housing.

Nashville, TN Research Lease to Vanderbilt University to provide research facilities to VA,
Newington, CT | Assisted Living | Lease to develop assisted living facility.
Phoenix, AZ Child Care Exit high cost leases to obtain on-site offices and childcare
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5
Development complex for VAMC employees.
Center

Riverside, CA | Transitional Provide at Jeast 118 beds transitional housing for homeless
Housing veterans.

Sacramento, CA | Assisted Living | Lease to provide assisted living facility.

Saint Cloud, Emergency Lease to Salvation Army to provide an emergency shelter for

MN Shelter veterans.

Saint Louis, MO | Parking Public/ private parinership to build nine-level parking deck. VA

patients, visitors, employees get free parking for duration of lease.

San Francisco, Research Lease to Northern California Institute for Research and Education

CA to develop a new research facility.

Sepulveda, CA | Homeless Lease to New Directions, Inc. a non-profit organization, for
Veteran transitional housing and ancillary services.
Housing

Syracuse, NY Research Lease to SUNY Upstate Medical University and College of

Environmental Science and Forestry for a Biotech Research Center.

White City, OR | Community VA /Community college parinership providing training for
College veterans and VA staff.

Coatesville, PA; | Cogeneration, Potential for reducing costs and generating revenue via national

Philadelphia, energy savings | cogeneration plan.

PA; Pittsburgh,

PA (Aspinwall

& Univ Drive);

Wilkes-Barre,

PA

National VHA  |CMOP Consolidated mail outpatient pharmacy.
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Good morning, Chairman Coburn and members of the Subcommittee. | am pleased to meet with
you to discuss the Postal Service's continuing and aggressive efforts to dispose of unneeded
buildings and real estate. | am particularly pleased that a Postal Service facility is able to host
today's hearing.

When | accepted my current position with the Postal Service, anly two short months ago, my
experience and observation provided me with a good working knowledge of the complexity of our
nationwide mail processing and delivery network. Since that time | have been impressed with the
focused efforts of our people to continue to adjust our network of properties to meet the changing
needs of our customers, their communities and, of course, our operational requirements.

With more than 34,000 Post Offices, processing plants, vehicle maintenance facilities, and
administrative offices, this requires flexibility, responsiveness and a sharp eye on the bottom line.
Some 26,100 of these facilities are leased, and 8,400 are owned.

Because the Postal Service is required to operate like a business, with its operational costs borne
by the income from the sale of our products and services — not through appropriations — we must
keep our focus on minimizing costs and maximizing revenues. This contributes to our goal of
providing maximum value for our customers.

The Postal Service's network, as it exists today, is different than the network that existed
yesterday and is different than the network that will exist tomorrow.

As communities grow, we must provide the infrastructure to accommodate expanding delivery
and retail requirements of local residents. Consider, for a moment, that last year aione, we added
more than 2 million new homes and businesses to our delivery network. And, as population
centers shift, we must provide sufficient processing capacity — linked to modem transportation
networks — to support local service needs. At the same time, we must embrace advances in
technology that allow us to become more productive. That means we must replace buildings that
were constructed for another time and cannot accommodate the state-of-the-art automated
equipment that is the backbone of today’'s mail processing operations. In addition, by expanding
customer access through alternate service channels, including our website, usps.com, and third-
party retail providers, we have mitigated network growth.

Ultimately, this means that we must shed properties, as well. If community growth calls for a
larger, more modern Post Office, we work to remove the older, unneeded building from our
books. Over time, multiple processing facilities may have been acquired to serve the needs of a
number of metropolitan areas in the same general region. As technology advances and as
processing needs change, we explore opportunities to consolidate operations in a lesser number
of buildings —~ existing or new. When this occurs, we take advantage of the opportunity to
terminate leases or to sell the unneeded property.



71

In 1997, we initiated a focused asset management program. lts goal is to provide internal
expertise to identify, analyze, and maximize the return on underutilized and surplus buildings and
real estate. While it can be a challenge to realize the maximum market value from each property,
the success of our asset management team has been remarkable. Since the program began, the
Postal Service has realized gross revenues in excess of $1 billion through the lease or sale of
unneeded property, with over $700 miltion of this figure representing sales of more than 500
properties.

We continue to closely and actively manage our entire facilities portfolio. As part of the
Operations group, the Facilities department benefits from the early knowledge of changes that
affect buiidings used for mail processing, delivery or retail services. This allows us fo act quickly
when a property is no longer needed. it is immediately added to our database of surplus property
- which is linked to our overall facilities management database — and we begin the process of
removing it from our rolls. This is the key to keeping our inventory of surplus property as low as
possible. Our process includes obtaining a current appraisal, notification to federal, state and
local governments, resolution of environmenta! issues and development of a market exposure
plan. Progress and results are tracked through the database.

Today, 44 facilities ~ only one tenth of one percent of our entire portfolio — are carried as surplus.
Of these, 27, with a value of $103,124,500, have been offered for sale; 13, with a value of
$80,831,442, are under contract; and four, valued at $224,969,425, including New York City's
huge Farley building, are the subject of active negotiation. Last year alone, we realized $48
million from the sale of 50 buildings we no longer needed. While we do not place a value on our
inventory of operating properties, market values are assigned to individual buildings as they enter
the surplus-property disposition process.

There are costs associated with maintaining surplus buildings that are no longer operating
properties until their ultimate transfer, either through sale or lease. These costs are necessary to
maintain the value of the assets by keeping them in marketable condition, and to protect the
safety of the public by avoiding the potential danger if a property were to fall into disrepair.
Clearly, our goal of minimizing these costs is a key driver of our efforts to remove these
properties from our rolis as expeditiously as possible. Last year, aggregate hoiding costs
amounted to approximately $2,211,000, with a full 90 percent of this cost attributable to our
former Chicago processing plant, which is discussed below in further detail.

Looking forward, we will continue to tightly manage our inventory of excess property. We are
also examining our processing network to determine if consolidation of some operations can
result in efficiencies and savings that contribute to serving our customers — the American people
— even more effectively. This is particularly significant in light of the fact that our mail processing
needs are changing. Single-piece First-Class Mail — the type of mail that requires the most
intensive front-end handling ~ is declining in volume. At the same time, we have experienced
some growth in mail that has been presorted and entered in bulk, able to bypass some
processing operations altogether. As consolidation opportunities present themselves, we will
move quickly to take advantage of them.

Despite our best efforts, the sale of some properties can be extremely challenging. This is the
situation we face here in Chicago with our former mail processing and distribution center. It
served us well for many years. But, as manual operations were replaced by automation, its multi-
story configuration simply could not accommodate the space requirements of today’s equipment
and mail flows.
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It is a very old, industrial building, constructed in phases between 1922 and 1934. Because it is
essentially three buildings in one, floor elevations do not align across buildings, the window-to-
floor ratio is extremely low, and its ten large floors, each 250,000 square feet, are nearly
impossible to divide into smaller uses. Because of its sheer size — 2,500,000 square feet — and
its configuration, we have been unabie to identify a single user for the entire property. In fact, itis
the largest facility the Postal Service has ever owned.

We have, of course, considered mixed-use projects. By their very nature, however, these
projects require significantly longer development time and must coincide with the market cycles
for each use, such as a mix of office, hotel and residential. And, unfortunately, the high vacancy
rate for office space in the Chicago area, with the availability of modern premises, has made this
facility — requiring extraordinary repairs and aterations ~ a less attractive option for potential
office tenants. | would point out, as well, that attempting to comply with historic landmark
regulations significantly limited our development options.

To date, our redevelopment efforts have included three distinct approaches. One was to keep
the building intact, with a significant residential component. Unfortunately, market changes made
this an extremely problematic solution,

We also explored the “telecommunication hotel” concept, which appeared to be an ideal fit for the
property. Regrettably, the “dot-com” crash of 2000, the market downturn following 9/11, and
subsequent changes to banking reguiations, requiring financial institutions to locate operations
centers away from downtown areas, forced us to abandon this plan. Of course, in the post-9/11
environment, the fact that the building straddles a major expressway and active rail operations
reduced interest in the site.

Most recently, our direction has been to work around the most challenging areas of the building
and pursue a proposal for a more conventional and marketable floor plate, again with a
residential component. Because this plan does not involve obtaining special historic
consideration and its associated tax credits, we are guardedly optimistic regarding its prospects.

f would emphasize, however, that each development proposal requires a great deal of time.
Detailed plans must be deveioped and we must work with the appropriate federal, state and local
government agencies to satisfy a wide range of requirements and obtain the necessary support.

Our developer has made a significant investment in finding a profitable use for the facility — and
remains fully engaged. We are also continuing an active dialog with the City of Chicago which
has a keen interest in the development of the property ~ which has become a landmark for local
residents, While this has been a difficult and lengthy process, it does underline the fact that the
Chicago project is one of a kind. Our experience with it is certainly not indicative of our overall
success in moving other properties from our rolls. The transfer of this property remains a top
priority and we will continue our efforts to complete it to the satisfaction of all parties and without
unnecessary delay.

Certainly, this type of situation, while the exception rather than the rule for the Postal Service, is
not unknown in the private sector. As an example, a former Sears warehouse in Boston,
physically similar to a large Postal Service mail processing center, and located amid Harvard
University medical facilities, took 20 years to redevelop. | do not suggest for a moment that a
similar time line is acceptable for the Chicago property. However, it is illustrative of the fact that
the very nature and location of some buildings can inhibit their development potential.
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We have had — and continue to have — success with the sale of other large facilities. Just last
month, we sold our historic Memphis, Tennessee property for $5.3 million. Sale of a participation
in the income from a ground lease on New York City's Lexington Avenue resulted in revenue of
$130 million. And, over the last several years, the sale of major mail processing facilities in Los
Angeles and Denver contributed more than $60 million in revenue. Because the sale of the
Memphis property reflects an immediate need on the part of the buyer, we will avoid the costs of
carrying it as a vacant property. In fact, on the day we vacate the site, we will turn the keys over
{0 the new owner.

in conclusion, | would like 1o assure you that the Postal Service fully recognizes and supports the
need to maintain a facility network that provides maximum levels of efficiency. This is a key
component of our mission of providing affordable, universal mall service for everyone in America.
As | have explained, our experience in removing unneeded properties from our rolls in a fiscally
responsible manner has been successful. We will continue this strategy. We appreciate your
interest in, and your support of, these goals. | look forward to working with you in the future, and |
will be pleased to answer any questions you may have.

# # # #
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Mr. Chairman and distinguished members of this Subcommittee, I appreciate the
opportunity to appear before you today to address how the Department of Defense manages and
disposes of underutilized and vacant real property assets.

The Depattment currently manages over 570,000 buildings and structures with a plant
replacement value of over $650 billion, and over 46,000 square miles of real estate. We have !
developed models and metrics to predict funding needs and have established goals and
performance measurements that place the management of Defense infrastructure on an objective,
business-oriented basis.

The Department of Defense recognizes the long-term challenges associated with its real
property and facilities. The Department has developed a strategy and several tools to address
these challenges. The President’s Management Agenda recently added the stewardship of
federal real property as a new initiative. Since the beginning of the initial reporting on the
President’s Management Agenda scorecard, DoD has continued to improve in the scoring for
real property, currently rated as “Green” for Progress and recently elevated to “Yellow” for
current status. The Department is a full participant in the Federal Real Property Council
established by Executive Order 13327 and just successfully completed the submission of the data
requested by the Council from all land-holding agencies.

Working in full cooperation with the military services and other Defense components, the
Department set out in 1997 to build a corporate-wide inventory of assets. The idea was and
remains that the Department’s funding requirements for installations is a function ot the assets
currently on hand and planned for the future. Hence, an accurate inventory and a forecast of
those assets are fundamental to determining and assessing budget requirements. The Department
is continuing to improve its inventory process and is working extensively in the interagency

process to support a more useful federal inventory that can be used for management purposes.
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In 1998, the Department set out on a six-year program to eliminate 80 million square feet
of obsolete and excess facilities. Six years later, we concluded that effort by exceeding our
target - removing a total of 86 million square feet. As part of a continuing effort to dispose of
unneeded facilities, the Department recently completed a new survey of demolition
requirements.

In 2001, the Department issued its first ever Defense Facilities Strategic Plan. In
September 2004 we issued a comprehensive, capabilities-based, and performance-oriented
Defense Installations Strategic Plan (DISP). Qur new plan begins to more fully integrate
environmental management systems, safety, and occupational health into a comprehensive
approach to asset management. The 2004 plan addressed recommendations made by the
Government Accountability Office (GAO) and was approved by OMB as being consistent with
the guiding principles of the Federal Real Property Council in meeting the objectives of the
President’s Management Agenda. The Department issued a supplemental brochure in 2003 to
update the 2004 DISP. This year the DISP will be completely reviewed, re-written as needed

and a new version will be issued.

Managing Real Property Inventory

Managing our facilities assets is an integral part of comprehensive asset management.
The quality of our infrastructure directly affects training and readiness.

Facilities sustainment, using primarily operations and maintenance-like' appropriations,
funds the maintenance and repair activities necessary to keep an inventory in good working

order. It includes regularly scheduled maintenance and major repairs or replacement of facility

! Includes O&M as well as related military personnel, host nation, and working capita! funds.
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components that are expected to occur periodically throughout the life cycle of facilities.
Sustainment prevents deterioration and preserves performance over the life of a facility.

To forecast funding requirements for sustainment, we developed the Facilities
Sustainment Model (FSM). FSM uses standard benchmarks drawn from the private and public
sectors for sustainment costs by facility type and has been used to develop the Service budgets
since fiscal year 2002 and for several Defense Agencies beginning in fiscal year 2004.

Recapitalization is the second step in our strategy. Restoration and modernization,
collectively termed recapitalization, provide resources for improving facilities and is funded with
either operations and maintenance or military construction appropriations. Restoration includes
repair and replacement work to restore facilities damaged by inadequate sustainment, excessive
age, natural disaster, fire, accident or other causes. Modernization includes alteration of
facilities solely to implement new or higher standards, to accommodate new functions, or to
replace building components that typically last more than 50 years.

A key component of our facility program, the Military Construction appropriation, is a
significant contributor to the Department’s comprehensive approach to asset management
practices. Military Construction funds enable the Department to transform in response to
warfighter requirements, to enhance mission readiness, and to take care of our people. We do
this, in part, by restoring and modernizing our enduring facilities, acquiring new facilities where

needed, and eliminating those that are excess or obsolete.

Real Property Inventory
In accordance with Section 2721 of title 10 United States Code, “Real Property Records”,
the Military Departments and Washington Headquarters Service, the Washington area leasing

field activity, maintain an accurate and complete real property inventory for all unclassified real
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property assets (land and facilities) in which they have real property interest. DoD currently has
five independent reporting systems that feed the Office of the Secretary of Defense (OSD)
Facilities Assessment Database. The Department recognized the limitations in these independent
reporting systems and has developed a business enterprise architecture that will better support
our warfighter by making the data more accurate and readily available to all potential users.

The DoD, as of September 30, 2005, owns 479,648 facilities (buildings, structures and
utilities), leases 10,839 facilities, and manages another 80,732. The facilities DoD manages
include assets we arce given rights to use but do not actually own or lease such as NATO facilities
or state-owned facilities or facilities provided by other Federal agencies.

The costs associated with operating and maintaining DoD facilities in FY 2006 totaled
$45.34 billion. The plant replacement value of owned space (buildings, structures and utilities)
in FY 2005 dollars is nearly $660 billion.

The Department provides specific instructions as to what, how and when real property
inventory data is reported as directed by Section 2721 of title 10 United States Code, “Real
Property Records”. All assets that DoD holds interest (and there are nine different categories of
interest) are reported annually to OSD. At this time, each Military Department maintains its own
native database, which maintains an extensive amount of common information on each facility
as well as any Service specific additions. A specific portion of this data is passed to OSD
annually and serves as the basis for the Facilities Assessments Database, which is used by the
Department on all matters relating to the existing real property inventory. Current business
transformation efforts are significantly improving the existing inventory process through efforts
to standardize data collection and capture within the Department.

Unused Leased And Owned Properties
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One of our identified weaknesses in real property inventory reporting is the ability to
accurately identify with confidence, vacant and underutilized properties. During BRAC analysis
this limitation again surfaced and special data calls had to be conducted to captuse such data.
Realizing this limitation, the Department initiated changes to reporting requirements and by
September 30, 2006, will begin receiving from our Military Departments vacant and
underutilized property data. At that time, DoD should be in a better position to answer specific

questions concerning vacant and underutilized properties.

Process For Disposing Of Unused Assets

The management of the Department’s real property inventory is, with the exception of
the Pentagon Reservation, the responsibility of the Military Department that has custody of the
underlying real property asset. In accordance with the Federal Property and Administrative
Services Act (FPASA) of 1949, when a Military Department, such as the Army, Navy or Air
Force, determines that real property under its control is excess to military requirements it must
report the property to the General Services Administration (GSA) for disposal. GSA is
authorized by the Act to be the real property disposal agent for the Federal Government.

Before the Military Department reports the property asset as excess to GSA, it must
screen the property asset within the Department of Defense to confirm that there is no longer a
military need for the property asset. If the real property asset is not needed by any other DoD
Component, then the Military Department that is excessing the real property asset must complete
a Report of Excess, to include the required environmental documentation, and then may formally
report the real property asset as excess to GSA. GSA will screen the real property asset with
other Federal agencies to determine if there are any other Federal uses for the property. If no

Federal agency expresses interest, the property is determined to be surplus Federal property and
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then GSA will screen the real property asset with state and local governments to see if there is
interest for the property at those levels. 1f no interest is determined, GSA will then place the real

property asset up for public sale.

Challenges

With the Department’s huge inventory of land and facilities the challenge is to
continually ensure that we have the land and facilities we need, where and when we need it, to
support the warfighter. The Department continually evaluates its requirements by working
together with Military Service representatives and the Installation Commanders to determine
what is needed to perform the mission.

Since the vast majority of our real estate assets are military bases, security and access
issues limit the opportunities for compatible private sector joint use of underutilized land and
facilities. Where circumstances permit, DoD seeks to leverage the value of underutilized
property by making it available for joint private sector uses that are compatible with military
mission requirements. DoD obtains not less than fair market value compensation, in cash or in

kind, that defrays other infrastructure costs.

DoD Demolition Program

Many unused or underutilized DoD facilities have outlived their useful life and are not
available for reuse — the only option is to either minimally maintain these assets or perform
demolition. The Department of Defense executes a robust program designed to identify and
eliminate excess and obsolete facilities. The process includes a comprehensive survey
conducted by the Military Departments and selected Defense Agencies to identify all types of

real property which are not needed or are no longer adequate for their intended purpose. Once
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identified, these facilities are programmed for elimination through demolition or another means
of disposal.

Because excess and obsolete facilities consume scarce resources just to meet minimum
safety and maintenance requirements, that, in and of itself, is an incentive to dispose of them so
the program is well supported by installation commanders. That said, and in light of the fact that
the Military Departments have been pursuing a focused disposal program for several years, one
of the main challenges now is the consolidation required to maximize available adequate space.
The less complicated disposals have been accomplished, and those remaining can generate a
requirement for renovation of other facilities or construction of new facilities.

The success of the focused demolition and disposal program is demonstrated in the
implementation of Defense Reform Initiative Directive # 36 of May, 1998. That initiative
directed the Military Departments to eliminate 80 million square fect, including over 8,000
structures, by 2003. The Department exceeded that objective by eliminating over 86 million
square feet, The Department is continuing this initiative, and in a survey completed in
December, 2004, identified an additional 66 million square feet to be eliminated. The

Department’s objective is to eliminate those facilities by FY 2013,

Successes

Since 1988, the Department has had statutory authority to restructure its land and
facilities commensurate with changing missions in accordance with the legislatively mandated
Base Realignment and Closure Process (BRAC). The Secretary of Defense directed that BRAC
must rationalize our infrastructure to our force structure, enhance joint capabilities by improving
joint utilization, and convert waste to warfighting by eliminating excess capacity. The four

BRAC Commissions, 1988, 1991, 1993, and 1995, resulted in the closure or realignment of 152
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major installations and 235 smaller installations. The four initial BRAC rounds have produced
approximately $17 billion in net savings through 2001, and are generating about $7 billion in
savings annually.

Congress authorized BRAC 2005 because it recognized that BRAC is the only process
that can accomplish the infrastructure rationalization required to position the Department for the
21% century. While every one of our installations has a superb history of supporting the defense
of this nation, the fact remains that our base structure cannot remain static in the face of the
impact of new threats and technology on our warfighting capability. As such, we must consider
closing some installations and realigning others in order to optimize our infrastructure and to
ensure the needed physical capacity is positioned and configured to make the most effective and
efficient contribution to operations. The resuiting 2005 BRAC round recommendations will
affect over 800 locations (25 major closures, 24 major realignments, 765 lesser actions) and
current estimates indicate we will save approximately $4 billion annually and $36 billion over 20
years in Net Present Value.

A well supported, capabilities-based force structure should have infrastructure that is best
sized and placed to support emerging mission requirements and national security needs. DoD
must configure its infrastructure to maximize both warfighting capability and efficiency.
Through BRAC and the global posture changes the Department will support the warfighter more
effectively and efficiently.

In direct contrast to non-BRAC real property disposals which are accomplished by GSA,
the Department has been delegated authority from GSA to be the disposal agent for BRAC real
property assets. Important to the success of these efforts is the flexibility each Military
Department has to apply its delegated real property disposal authorities in a manner to be

responsive to specific local circumstances. These disposal options, ranging from discounted
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conveyances for public purposes to public bid sales, enable the Department to partner with
affected communities as both seek opportunities for quick civilian reuse of former military
installations. A closed installation is often the affected community’s greatest asset for mitigating
the closure impacts and charting a future that diversifies the local economy, builds on a
community’s strengths, adds local tax base, and satisties comununity public facility needs.

The Navy sale of property at the former Marine Corps Air Station, El Toro, California,
exemplifies a highly successful BRAC property disposal in which DoD used the public sale
process to dispose of property in accordance with local community redevelopment preferences.
It was the largest single BRAC public sale conveyance in DoD to date -- approximately 3,720
acres. After several years of local community debate and disagreement about whether to retain
airport uses of the property, in March 2002, Orange County voters approved a ballot initiative
that directed a change to the County’s General Plan emphasizing recreational, educational, and
residential uses. The City of Irvine subsequently annexed the property, and Navy worked in
very close partnership with the City to formulate plans for the public sale of the property that
were consistent with the expressed will of the local community.

The Navy marketed the public sale via an Internet website that provided extensive
information about the property, and conducted the sale as an Internet auction in partnership with
GSA. The auction concluded in February 2005 and the successful bid was of $649.3 millior}, the
largest BRAC land sale revenue to date. The key to the success was the important partnership
between the local governments, the development community, and the Federal government. This
“partnership triad” allowed the local community to determine land use planning and zoning for
the property, engaged the skills and abilities of the developers to transform the property into uses
that benefit the community, enabled the Federal government to fulfill its mission to convey

property back into productive public use and provides economic return to the Nation’s taxpayers.

10
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The sale proceeds are being used by the Navy to fund remaining environmental cleanup

obligations at El Toro and other prior BRAC locations.

Conclusion

The Department is transforming its installations and business practices, to include the
management and disposal of real property assets, through a comprehensive asset management
strategy, and we are now seeing the results of that transformation. The BRAC 2005 effortisa
key means to transform our infrastructure to be more flexible and to quickly and efficiently
respond to the challenges of the future.

In short, we have made significant progress and we are well on our way to achieving our
goals. In closing, Mr. Chairman, [ sincerely thank you for this opportunity to address the

Subcommittee on the Department’s efforts to manage and dispose of real property assets.
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U. S. SENATE COMMITTEE ON HOMELAND SECURITY AND GOVERNMENTAL AFFAIRS
SUBCOMMITTEE ON FEDERAL FINANCIAL MANAGEMENT, GOVERNMENT
INFORMATION, AND INTERNATIONAL SECURITY

Hearing entitled, “Big Ticket Waste: Are Empty Federal Buildings Emptying
Taxpayers’ Wallets?” 2.6.06

Questions for the Record from Chairman Tom Coburn, for Mark Goldstein, Government
Accountability Office (GAQ)

1. As your testimony states, there are many stakeholder interests involved in how
the federal government carries out its property acquisition, management, and
disposal.

a) What would you say is the most common stakeholder interest that prevents
the federal government from carrying out the most cost effective or efficient
property disposal?

GAOQO Answer: We have not analyzed which stakeholder interest most commonly
prevents the federal government from carrying out the most cost effective or efficient
property disposal. However, we have highlighted examples where competing stakeholder
interests reflect other priorities. For example:

e The Department of Defense (DOD) has found that infrastructure reductions are
difficult and painful because achieving significant cost savings requires closing
installations and eliminating military and civilian jobs in the affected
communities. DOD’s ability to realign its infrastructure has been affected by
parochialism among the military services, a cultural resistance to change, and
congressional and public concern about the effects and impartiality of decisions.

* The Department of Veterans Affairs’ (VA) environment contains a diverse group
of competing stakeholders who could oppose realignment plans that they feel are
not in their best interests, even when such changes would benefit veterans. For
example, medical schools that use VA hospitals to train students have been
reluctant to change long-standing business relationships. Also, organized labor
has appeared reluctant to support planning decisions that result in service
restructuring, even when such decisions are in veterans’ best interests.

e Historically, proposed post office closures in urban, suburban, or rural areas, and
changes to postal infrastructure by the United States Postal Service (USPS), have
provoked intense opposition because post offices are part of American culture and
business and are viewed as critical to the economic viability of small towns and
central business districts. Members of Congress and other stakeholders have often
intervened in the past when USPS has attempted to close post offices or
consolidate facilities.
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s The State Department’s disposal of unneeded overseas property has, in some
cases, been delayed pending resolution of disputes with host governments that
were restricting property sales.

2. GAO has reported that public-private partuerships might be a viable option for
redeveloping obsolete federal property when they provide the best economic value
for the government, compared with other options, such as federal financing through
appropriations or sale of property.

a) Are other agencies seeking this type of authority?

GAO Answer: Several agencies such as DOD, VA, USPS, and the National Aeronautics
and Space Administration (NASA) have authority to enter into public-private
partnerships or enhanced use leases. For example, VA has authority to enter into lease
agreements with public and private entities for the use of VA space and land provided
there is a beneficial redevelopment or reuse of the property that will include space for a
VA mission-related activity or provide consideration that can be applied to improve heath
care and service for veterans. There are two bills in the 109" Congress, HR. 619 and S.
1611, that would provide the General Services Administration (GSA) with specific
authority to enter into leases with non-federal entities to redevelop the Denver Federal
Center. In prior sessions of Congress, bills, such as H.R. 2548 in the 108" Congress and
H.R. 3947 in the 107" Congress, were introduced that provided GSA with enhanced real
property asset management tools to enter into lease agreements with non-federal entities
to redevelop excess federal real property. These earlier bills, which were not enacted,
were not limited to a specific project and GSA could have used the enhanced
management tools for any project provided certain criteria were met.

b} Would it be appropriate, and for which agencies/in which cases?

GAQ Answer: As noted above, we believe that it would be appropriate for any agency to
use public-private partnerships when they provide the best economic value for the
government, compared with other options, such as federal financing through
appropriations or sale of property.

3. In your testimony you mention that GAO’s Executive Guide: Leading Practices
in Capital Decision-making; the Office of Management and Budget’s (OMB) Capital
Programming Guide; and OMB’s revisions to Circular A-11 have attempted to
provide guidance to agencies for making capital investment decisions. However,
agencies are not required to use this guidance.

a) Should agencies be required to use some type of uniform guidance for
making capital investment decisions?

b) What type of guidance do agencies generally use for making capital
investment decisions?
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GAQ Answer: We have recommended that the Director of OMB require that agencies
comply with the principles and practices of its Capital Programming Guide. We have also
recommended that it be updated to address some implementation challenges that some
agencies have pointed out.

In general, agencies are aware of and use various aspects of OMB’s Capital Programming
Guide, but, since it is not required, the degree to which agencies use it varies. For
example, National Weather Service officials cited the establishment of a senior-level
review board as stemming from guidance in the Guide. VA formulated its current process
based on the principles and practices contained in the Guide, Eight other agencies with
high levels of capital spending that we surveyed were aware of the guide and had
implemented some of its principles.

Agencies identified some challenges in implementing the Guide. For example, it was
noted that the Guide did not seem to fit programs of a research and development nature
but rather was more applicable to longer-term operational acquisitions. Some agencies
felt that some of the Guide’s requirements are relatively burdensome and could be
streamlined. We have recommended that OMB work with agencies to update the Guide
to address the implementation challenges and streamline some of the requirements so
they are not so burdensome. We will be discussing OMB’s updating efforts with OMB as
part of an engagement that is ongoing,

4. The fiscal year 2005 Consolidated Appropriations Act gave the General Services
Administration (GSA) the authority to retain the net proceeds from the disposal of
federal property for fiscal year 2005 to use for GSA’s real property needs. This
authority, however, was not given to GSA for fiscal year 2006.

a) Is GAO aware of whether or not and how this authority benefited GSA last
year?

GAO Answer: According to information provided by GSA, during fiscal year 2005,
GSA’s Office of Real Property Disposal sold 11 former Public Buildings Service assets
for a total selling price of $12,026,500 (see table 1 below for a list of the 11 buildings
sold). Proceeds from these sales were deposited into the Federal Buildings Fund for
reinvestment in GSA-controlled properties.



St. Cloud Federal Building St. Cloud MN | §675,000
GSA-DLA Stockpile Storage Site Theodore AL | $270,000
GSA Federal Building/PO Tupelo MS | §790,000
Clarksville Federal Building Clarksville TN | $385,000
Ardmore SSA Building Ardmore OK | $290,000
D-4 Warehouse Clearfield UT | $929,500
Hugo Federal Building Choctaw OK |$932,000
Fort Dodge Post Office and Fort Dodge 1A $755,000
Courthouse

Sandpoint Federal Building Sandpoint D $750,000
Yeon Warehouse Portland OR | $1,750,000
Square 62 Washington DC | $4,500,000
Total Selling Price $12,026,500
Source: GSA.

5. The agencies appearing at this hearing expressed a) that there are points in the
law when it comes to disposing of property that are unclear; and b) that
streamlining the existing disposal laws would help them be more efficient in; and
expedite the disposal process of underutilized and vacant buildings.

a) Has GAO studied the various legal requirements for agencies and the
disposal process and if so, what were your conclusions?

GAQ Answer: There are numerous legal requirements relating to the disposal of federal
real property. The Federal Property and Administrative Services Act, as amended,
(Property Act) governs the disposal of most federal real property. If a federal agency no
longer needs a property to carry out its program responsibilities, it reports the real
property as excess to its needs and the property is offered to other federal agencies. If
another federal agency does not have a need for the property, it is determined to be
surplus to the federal government and is offered under the public benefit conveyance
program to state and local governments or certain qualified tax exempt non-profit
institutions for specified purposes. The Stewart B. McKinney Homeless Assistance Act
authorizes the use of underutilized, unutilized, excess, or surplus federal real property for
homeless assistance. Property for the homeless takes precedence over all other public
benefit uses.

In the disposal area, a range of laws intended to address other objectives presents
challenges to agencies in disposing of unneeded property. For example, USPS is
specifically precluded from closing small post offices solely for economic reasons.
Furthermore, agencies are required under the National Environmental Policy Act to
consider the environmental impact of their decisions to dispose of property. Agencies are
also responsible for environmental cleanup prior to disposal, the costs of which can be
considerable and can involve years of study. For example, we reported that St.
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Elizabeths Hospital in the District of Columbia had medical wastes, possible soil
contamination, asbestos, lead paint, and other hazardous substance conditions that would
have to be assessed through two phases of study and ultimately addressed. For properties
with historic designations, agencies are required by the National Historic Preservation
Act to ensure that historic preservation is factored into how the property is eventually
used. Additionally, most agencies are not authorized to retain the proceeds from the sale
of unneeded property. Given that agencies are required to fund the costs of preparing
property for disposal, the inability of most agencies to retain any of the proceeds acts as
an additional disincentive. However, DOD, VA, USPS, and NASA are authorized to
retain the proceeds which they receive under public private partnerships or enhanced use
leases discussed in question 2 above.

b) How many agencies (and which ones) buy, sell, and dispose of real property,
independent of GSA?

GAO Answer: Some federal agencies have their own authority relating to property
acquisition and disposal. We have not recently assessed, or done a thorough review to
identify, agencies across government that have their own authority. The following are a
few examples of different agencies having authority to acquire and dispose of property.
Under its general powers, the USPS has its own authority to acquire, lease, sell or dispose
of property. DOD has authority to acquire properties for military construction and family
housing. DOD also has authority to purchase properties that are limited in price to
$750,000 or to lease property where the annual rent is limited to $750,000. DOD is also
required to submit reports notifying Congress of these proposed transactions, DOD has
authority to restructuare its land and facilities in accordance with the Defense Base
Closure and Realignment Act of 1990, as amended. In closing or realigning military
installations, the Secretary of Defense is authorized to take such actions that are
necessary to close or realign the installation which includes acquiring land, entering into
leases, and disposing of land. For DOD property that is not part of the Base Realignment
and Closure (BRAC) process, GSA is the disposal agent under the Property Act, unless
Congress specifically authorizes DOD to use its BRAC authorities as it did in 2003 with
the Roosevelt Roads Naval Station in Puerto Rico.

The Secretary of Veterans Affairs has authority to acquire sites for medical facilities and
to construct VA medical facilities. In 2004, VA was authorized to transfer real property
under its jurisdiction to another department or agency of the federal government, to a
state, or any public or private entity provided it receives fair market value for the
property. Property may be transferred for less than fair market value if the transfer is
made under a grant relating to a provider of services for homeless veterans. Under the
terms of the transfer made to a homeless provider, the property reverts back to the United
States if it is used for any purpose other than what it was initially transferred for. NASA
has its own authority to acquire real property by purchase, lease, condemnation or
otherwise, and to construct, improve and maintain laboratories, research and testing sites,
and facilities. NASA also has authority to dispose of its property when it is no longer
needed in accordance with the Property Act.
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6. Executive Order 13327, entitled “Federal Real Property Asset Management”
requires the Administrator of GSA establish and maintain a single, comprehensive
database of all real property in executive branch agencies, except when otherwise
required for reasons of national security. However, there is no annual reporting
requirement for agencies’ to list their properties and their statas (utilized,
underutilized, vacant, etc.)

a) Does GAO recommend any parts of Executive Order 13327 be put in statute?

GAQO Answer: We support the enactment of the requirements of the executive order into
law. This would serve to elevate their importance and show that Congress and the
Administration are unified in pursuing real property reform.

b) Are there additional areas, like annual reporting, that GAO believes would
complement the President’s Executive Order?

GAO Answer: A transformation strategy for federal real property would complement
the executive order. We have recommended the development of a transformation
strategy for federal real property as part of our performance and accountability and high-
risk reports. Because of the breadth and complexity of real property challenges, the
longstanding nature of the problems, and the intense debate about potential solutions that
will likely ensue, we have concluded that such a strategy is needed. The additional step
of developing a transformation strategy would provide decision makers with a roadmap
of actions for addressing the underlying obstacles, for assessing progress government
wide, and for enhancing accountability. An annual reporting requirement tied to the
transformation strategy could serve as the vehicle for agencies to report on progress.

7. As you know, last October the House Governmen¢ Reform Committee approved
a bill, “the Federal Real Property Dispesal Pilot Program and Management
Improvement Act.” This bill would expedite the disposal of federal excess, surplus,
and underperforming real properties through a five-year pilot program; and codify
the Federal Real Property Council.

a) Does GAO believe there are key elements to efficient and effective property
disposal that are missing from this legislation? If so, what are they?

GAO Answer: The objectives of the bill and several of its provisions have strong
conceptual merit. Because the proposed legislation was intended to be a pilot program,
we would not suggest additional elements until stakeholders could assess results and
determine if such an effort should continue, be improved, or be expanded.
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Chicago Field Hearing on Federal Real Property, 2/6/06
Questions for the Record for GAO from Senator Carper

1. Do we have a government-wide estimate of the number of buildings or square feet of
building space that are vacant? s there an estimate of how much in total it costs taxpayers
to maintain this property? If these estimates aren’t available, how far away are we from
getting a better sense of what these numbers are?

GAO Answer:

While we do not have an estimate of the number of buildings or square feet of building space
that are currently vacant, the General Service Administration (GSA) is developing a tool to track
this information government wide. GSA’s Federal Real Property Profile (FRPP) is a centralized
database of all federal owned and leased assets including buildings, land, and structures.
According to GSA, the FRPP will track vacant space by classifying whether the space is utilized,
underatilized, over utilized or not utilized. In addition, the Federal Real Property Council is
currently developing performance measures to track space utilization rates government wide.

Though we currently do not have an estimate of how much in total it costs taxpayers to maintain
vacant federal property, we continue to believe that the magnitude of the problem with
underutilized or excess federal property puts the government at significant risk for wasting
taxpayers’ money and missing opportunities to benefit taxpayers. Continuing to hold excess or
underutilized property can result in significant costs for staff time spent managing the properties
and for maintenance, utilities, security, and other building needs. Also, in addition to day-to-day
operational costs, holding these properties is costly for the government, because these buildings
and land could be put to more cost-beneficial uses, exchanged for other needed property, or sold
to generate revenue for the government.

2. How much progress has OMB made in developing a government-wide strategy for
property management? Do meost agencies even have the staff or expertise available to them
to be more strategic about their property management?

GAO Answer:

Although OMB has not yet developed a government wide transformation strategy for federal real
property management as GAO has recommended, OMB has made considerable progress toward
addressing the long-standing problems in managing federal real property. In particular, on
February 4, 2004, President Bush signed Executive Order 13327, “Federal Real Property Asset
Management,” which directed all major agencies to establish Senior Real Property Officers, who
will be held accountable for the effective management of agency real property. The executive
order also directed agencies to determine what it owns, what it needs, and what it costs to
manage its real property. Agencies are also directed to develop and implement asset management
plans, develop and monitor real property performance measures, and dispose of properties that
are not needed. The executive order also created the interagency Federal Real Property Council
(FRPC) to develop guidance, serve as a clearing house for best practices, and facilitate the efforts
of the Senior Real Property Officers.
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The executive order and OMB’s related actions are clearly positive steps toward better federal
real property asset management. However, GAO believes there is still a need for a
comprehensive, integrated transformation strategy for real property to build upon the executive
order. More specifically, the additional step of developing a transformation strategy would
provide decisionmakers with a road map of actions for addressing the underlying obstacles, for
assessing progress governmentwide, and for enhancing accountability for related actions.

We have not assessed whether most agencies have the staff or expertise available to them to be
more strategic about their property management. However, the establishment of a Senior Real
Property Officer is a positive step to ensuring that agencies are well-equipped with staff and
expertise. Recurrent agency participation in FRPC committee meetings could also help to
encourage knowledge sharing among federal agencies.

3. Pm interested in the authority the VA has to lease out vacant property to individuals
interested in making use of it. Is this something that can or should be expanded elsewhere
throughout the federal government? How has the VA’s management of its vacant or
under-used property improved since it received the leasing authority?

GAQ Answer:

VA has experienced some challenges in leasing excess property through ils enhanced-use leasing
program. Because of this, we believe that expanding this authority to agencies throughout the
government should be done with caution. If arrangements can be made that make economic
sense for the government, enhanced-use leasing could be an option for agencies to lease their
excess property.

GAO has reported that VA managers face difficulties in leasing excess property to non VA
organizations under its enhanced-use lease authority. Specifically, the length of time needed to
review and approve leases poses a challenge to VA in leasing excess property. For example, to
establish leases, VA has had to negotiate with entities in the community that are interested in
{easing V A property and obtain public comment and perform multiple rounds of review and
approval by VA network and headquarters officials. The leases VA has established include, for
example, partnerships for parking garages, child development centers, and senior housing.
Contributing to the length of the leasing process is a requirement that VA quantify the benefits
that veterans will likely derive from a lease-~ a task that officials say can be difficult and time
consuming. For example, if VA establishes a lease for a child development center that may help
in the recruitment and retention of VA staff to provide health care, VA is required to quantify the
benefits to veterans of the child development center.

Another difficulty that has hindered VA’s leasing activities has been that some local managers
lacked the expertise needed to develop, negotiate, and finalize leases. Such expertise includes
legal, real estate, marketing, and financial skills. The VA Capital Asset Realignment for
Enhanced Service (CARES) Commission found that the lack of expertise made it difficult for
VA to attract potential investors and navigate local zoning and land use requirements. Although
the Commission noted that some VA networks had been successful in arranging leases for excess
property, relatively few leases have been established since 1991, when VA was given
authorization to lease excess property.
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VA is taking steps to address the difficulties it faces in developing enhanced-use leases of its
excess property. To streamline VA’s preparation of leasing proposals, VA recently granted
authority to its capital asset managers to make some enhanced-use leasing decisions, such as
conducting feasibility studies, creating enhanced-use lease business plans, and writing leases and
memoranda of understanding. VA expects this will expedite its leasing process. The new capital
asset managers will also be responsible for identifying leasing opportunities and negotiating
leases. To facilitate leasing activities, including some that were identified in CARES, VA is
making real estate, legal, marketing, financial, and other types of expertise available to network
managers through a contract awarded in April 2005. According to VA officials, this expertise
will help network managers develop key information, such as the potential market value of VA’s
excess property.
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U. S. SENATE COMMITTEE ON HOMELAND SECURITY AND
GOVERNMENTAL AFFAIRS
SUBCOMMITTEE ON FEDERAL FINANCIAL MANAGEMENT,
GOVERNMENT INFORMATION, AND INTERNATIONAL SECURITY
Hearing eatitled, “Big Ticket Waste: Are Empty Federal Buildings Emptying
Taxpayers’ Wallets?” 2.6.06

Questions for The Record from Chairman Tom Coburn, for Bill Matthews, GSA

1. Mr. Goldstein’s testimony states that there are many stakeholder interests
involved in how the federal government carries out its property acquisition,
management, and disposal.

a) What would you say is the biggest stakeholder interest, whether it is
Members of Congress, local governments, advocacy groups, the general
public-that hinders your agency from carrying out property disposal in
an efficient, cost-effective manner?

One particular hindrance to the disposing of surplus real properties in an
efficient and cost-effective manner is the alternate procedures prescribed by the
McKinney-Vento Homeless Assistance Act. These requirements direct the
Department of Housing and Urban Development (HUD) to make a determination
within 45 days as to whether government-owned property is "suitable” to meet the
needs of the homeless. These determinations are rendered by HUD without a
physical inspection but rather from a simple checklist. This role might be better
performed by a real estate organization because of the potential for complications
arising from an improper determination. A finding of "suitable” should take into
consideration the costs or expenses necessary to upgrade systems to comply with
local building, electrical or fire codes which factor into the granting of a
Certificate of Occupancy. As presently configured, the downstream effect has
resulted in numerous properties being declined by homeless organizations causing
delays in the disposal process. Associated with this hindered procedure is the
absence of any provision in the law that allows a role for the local community to
offer an alternate and acceptable site to homeless organizations when both are
vying for the property. Because the law grants a "priority of consideration” for
the homeless in the disposal process, public bodies arc forced to seek special

legislation to acquire the property.



95

2. GAO has reported that public-private partnerships might be a viable option for
redeveloping obsolete federal property when they provide the best economic
value for the government, compared with other options, such as federal
financing through appropriations or sale of property.

a) Has GSA ever asked Congress for the anthority to enter into public-
private partnerships?
GSA included a provision for Public Private Partnerships in the original
property act reform legislation in 2001, but it did not receive support since it

received unfavorable scoring treatment from the Congressional Budget Office.

In a traditional partnership sense, the Government would obtain an equity
stake in the venture but the scoring rules preclude such a relationship because the

resulting space lease scores as a capital lease.

b) Would this type of authority be helpful in managing GSA’s real
property portfolio?

Yes, but the Congressional Budget Office’s scoring rules would have to be

modified accordingly.



96

3. The fiscal year 2005 Consolidated Appropriations Act gave GSA the authority to
retain the net proceeds from the dispesal of federal property for fiscal year 2005 to
use for GSA’s real property needs. This authority, however, was not given to GSA
for fiscal year 2006.

a) Can you explain how this authority helped GSA last year?

Retention of proceeds authority allows the net proceeds from the disposal of
federal real property to be placed in the Federal Buildings Fund. This funding is
then available to Congress to fund reinvestment or the construction of new federal
buildings. Additionally, this authority provides incentives for portfolio managers
to release underutilized assets so that the restructuring of GSA assets could be

accomplished.

b) What were you able to do with the proceeds earned from getting rid of
unneeded buildings on your inventory?
Congress authorizes GSA to use funds in the Federal Buildings Fund,
including funds received from rental payments as well as net proceeds from the
disposal of unneeded buildings in our inventory. These funds are used to cover

the costs for real property capital needs.

¢) What barriers prevented you from getting this anthority again this year?

GSA understands that support for authority to retain the net proceeds from the
disposal of federal property for fiscal year 2006 as well as permanent retention of
proceeds authority has been hindered by the perceived scoring implications of such
authority. The President’s FY 2007 budget includes a proposal that allows GSA to
retain the net proceeds of sale from the disposal of real property assets. The proposal
narrows the scope of the authority to disposition through sale, thereby addressing the

perceived scoring implications.
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4. On page 4 of your testimony, you state that there were 89 leased facilities that
were determined to be underutilized with operating costs totaling $6.2 miliien in
fiscal year 2005. You stated that at the end of fiscal year 2005, GSA’s leased
vacancy rate was at a record low level, below 1.5 percent.

What does this 1.5 percent equal, in terms of numbers of facilities?

At the end of FY 2005, per our Federal Real Property Profile data submission, GSA had
7,048 leased buildings. Out of those 7,048 locations, only 247 had vacant space (equating
to the 1.2% or below 1.5% in Mr. Matthew’s testimony). Out of the 247 leased buildings
with vacant space, only 89 had enough vacant space to be classified as underutilized using

the Federal Real Property Council standards.
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5. You site the internet-based sale of the Yeon Warehouse in Portland Oregon as a
successful sale of an underutilized asset. This 55,000 square foot, 75 year-old
property sold for $1,75 million, which is 17 percent over fair market value.

a) What made this sale different or more successful than other sales?

Yeon Warehouse was used as an example in the testimony to demonstrate one
of many of our successful dispositions. This property is located in an industrial
area of Portland and surrounded on 3 sides by a large foundry. The Foundry
(Esco) needed the warehouse to expand their operations. They had expressed their
need for the property as soon as they knew that it was being excessed. They were
also renting space in the building. We knew that most of our interested (and
qualified) parties would be industrial operations in the area. We targeted our
advertising and other marketing efforts to this type of potential buyer. We felt
that as long as we had several active bidders and used the on-line auctions, the
bidding would set the true market value and could easily exceed that value based
on Esco's need for the property. While the second highest bid may represent true
market value, Esco’s particular business need for the property resulted in a sale

price 17 percent over that value.

b) How has GSA gleaned from this experience and used its successful points
to get rid of other underutilized assets?

GSA has learned to be very specific in their marketing efforts to reach a
maximum number of interested and qualified buyers. Each property is different
and each has its positive aspects that must be marketed to potential buyers. GSA
has experienced great success in internet sales and continues to use this method in

addition to the traditional means to maximize the return to the government.

c) Are there risks involved in internet auctions, and if so, what are they?

GSA makes a determination, on a case-by-case basis, regarding the most
effective method to sell a federal real property that is excess to the government’s

needs. There is no inherent risk involved with sale by internet auction. For



99

properties that have a specified use, the internet auction is quite effective in
tapping a greater range of bidders. GSA has historically been able to maximize
the sale price for properties where we have a large number of interested bidders.
Smaller, less commercial, rural properties are probably not ideally suited for an
internet auction where the only interested buyer may be the adjoining land owner.
In this case, GSA would select a different sale method, such as a different auction

method.

d) Is it a priority for GSA to make the public aware of excess property for
purchase? If so, how do you communicate this with the public?
Yes, it is a priority of GSA to make the public aware of surplus property for
sale. This is communicated through our on-line website as well as information for

bid packages, specific advertising in newspapers, and on site (open houses, etc.).

Typically, federal property is a focus for the local community in thinking
about development or reuse alternatives. Several requirements in our disposal
process afford the public information and opportunity for acquisition of the
property. [References: A Guide to Buying Federal Real Estate and also Acquiring
Federal Property for Public Uses] In addition to our screening notices, we will
inform the public through the National Environmental Policy Act and the
National Historic Preservation Act process. If the property is offered for sale,

GSA uses a multi-tier approach to reach the broadest market available.
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6. Net proceeds generated from the sale of GSA properties are usually directed into
the Department of Interior’s Land and Water Conservation Fund rather than
GSA’s Federal Buildings Fund. Instead of allowing GSA to be able to use the
proceeds from the sale of a property for other needs at GSA, the money
automatically goes into a fund at another agency.

a) Do you recall what the original purpose was for that process?

Originally, the Federal Property and Administrative Services Act of 1949 (40
U.5.C) directed the net proceeds from the sale of surplus property into the
miscellaneous receipts account of the Treasury. The enactment of the Land Water
and Conservation Act of 1965 stipulated that receipts from the sale of surplus
property under the Property Act be covered into Interior’s Land Water and
Conservation Fund. However, several large land holding agencies have sought
and since received authority to retain the sales proceeds including the Department
of Defense, the US Coast Guard, the Department of Veterans Affairs, the Bureau

of Land Management, and on a pilot-basis the US Forest Service.

b) Is it difficult for GSA to get one-time retention of proceeds authority?

GSA recently received authority to retain proceeds that was contained in the
FY’05 Omnibus Appropriations Act. This is the only general retention of proceeds
authority that GSA has been granted. Language was also included in the FY'05
Ormnibus Appropriations Act that directed the sale of the Middle River Depot in
Baltimore County, Maryland, and allowed GSA to retain the proceeds of sale for
deposit into the Federal Buildings Fund. At this time, the President’s FY 2007
budget includes a proposal that allows GSA to retain the net proceeds of sale from the
disposal of real property assets. The proposal narrows the scope of the authority to

disposition through sale, thereby addressing the perceived scoring implications.
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¢) What challenges does this process present to GSA with regard to selling
property?

Currently, federal land holding agencies that lack the authority to retain
proceeds from sale do not have a clear financial incentive to dispose of
underutilized real property. For example, there can be significant up-front costs
associated with the decision and process of disposal. Funds expended to conduct
real estate due diligence and necessary environmental review and certification can
be enormous (see Environmental Framework guide). Without the authority to
retain all or a portion of proceeds from the sale of underutilized properties,

motivation to reposition these assets is diminished.
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7. How difficult is it for GSA to dispose of property that has been designated as
historic landmarks?

GSA must comply with Section 106 of the National Historic Preservation Act
when disposing of property with resources listed, or eligible for listing, on the
National Register of Historic Places. This compliance involves consultation with
the State Historic Preservation Officer (SHPO) and typically results in a
Memorandum of Agreement documenting how the potential for adverse effects
will be mitigated through documentation, deed notice and/or restrictive
preservation deed covenants, or other measures. Disposals of especially
significant historic resources, including those designated National Historic
Landmarks (NHLs), often require additional outreach to stakeholders, which may
include the Advisory Council on Historic Preservation (ACHP) or local

community groups.

One of the Property Act’s disposal aathorities is the public benefit conveyance
of real property for Historic Monument purposes. This authority allows GSA to
transfer real property with historic resources, including NHLs, to state and local
government bodies at 100% discount for historic monument purposes. Though
the recipient must comply with use restrictions on the property, as enforced by the
Department of Interior, the recipient may be allowed to use the property for
revenue-producing activities. This authority provides a mechanism for GSA to
convey a historic structure in a timely manner and provides assurance to

stakeholders of its long-term preservation.

Through its Section 106 consultation, GSA has also structured other transfers
and sales with preservation measures that mitigate adverse effects on historic
resources. Disposals of significant historic resources may have greater
complexity and may necessitate additional creativity and outreach. GSA,

however, has proven experience working with vested stakeholders, complying
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with the NHPA, utilizing its marketing expertise, and successfully divesting

significant historic resources out of federal ownership.

a) What are the greatest difficulties GSA faces in adhering to environmental
regulations when disposing of excess property?

There are many environmental laws, regulations, and Executive Orders that
GSA and the excessing agency must consider when disposing of federal real
property. GSA provides guidance to landholding agencies to assist in

streamlining regulatory coordination and compliance with applicable law.

One of the largest hurdles for the Federal Government when disposing of real
property is its compliance with the additional requirements of Section 120(h) of
the Comprehensive, Environmental Response, Compensation and Liability Act,
(CERCLA). CERCLA 120(h) only applies to real property transferred by the
United States to non-federal entities. CERCLA 120(h) (3) requircs the following
statements in the deed of transfer for “any real property owned by the United
States on which any hazardous substance was stored for one year or more, known

to have been released, or disposed of:

(i) to the extent such information is available on the basis of a complete search of
agency files—

(I) a notice of the type and quantity of such hazardous substances,

(I) notice of the time at which such storage, release, or disposal took place, and

(Hi) a description of the remedial action taken, if any;

(i) a covenant warranting that—
(1) all remedial action necessary to protect human health and the environment with respect
to any such substance remaining on the property has been taken before the date of such transfer, and
(II) any additional remedial action found to be necessary after the date of such transfer shail
be conducted by the United States; and

(iii) a clause granting the United States access to the property in any case in which
remedial action or corrective action is found to be necessary after the date of such
transfer.
One of the biggest challenges for landholding agencies, especially those
agencies with excess mdustrial property, is to sufficiently investigate hazardous

substance activity on property being reported excess and to certify that “all
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remedial action necessary to protect human health and the environment.. .has been
taken.” Acquiring adequate documentation from the landholding agency, both to
comply with CERCLA 120(h) and to enable GSA to market commercial and

industrial property, can be time consuming.

b) You mentioned streamlining some of the environmental regulations.
Which laws make it most difficult to dispose of property in an efficient
manuer (meaning both time and cost-effective)?

The specific requirements of CERCLA 120(h)(3) for Federal agencies
transferring property out of Federal ownership are referenced above. The statute
specifies that the Government certify that all necessary environmental
remediation with respect to hazardous substances on the property has been
completed prior to transfer. This requirement has often added years to property
disposals, requiring landholding agencies to seck additional appropriation for
further environmental investigation and remediation. In 1996, CERCLA
120(h)(3) was amended to add subsection (C) to authorize the transfer of
property and the deferral of the deed covenant of contaminated property before
completion of the required CERCLA response action in certain circumstances,
This “Early Transfer Authority” requires the concurrence of the State’s Governor,
and EPA at a site listed on the National Priorities List, and a determination that
the property is suitable for transfer; it also mandates several specific assurances

and requirements.

Over the past decade, both the marketplace and environmental regulatory
agencies have developed a greater comfort with brownfields transactions and
redevelopment. This movement, with its evolving regulatory incentives and
private sector tools, has tracked with the Government’s growing sophistication
using Barly Transfer Authority. Evolving brownfields tools include land use
controls, innovative cleanup technologies, environmental insurance and state

voluntary cleanup programs. Such incentives and innovations have bolstered the
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federal government’s ability to characterize, safely transfer, and promote the

cleanup and redevelopment of its contaminated properties.

While contamination adds greater time and complexity to the disposal
process, GSA has developed sophistication in disposing of these properties. GSA
works closely with its landholding agencies to achieve regulatory support for
early transfer and to acquire sufficient information to quantify risk for potential
purchasers. GSA has structured several early transfers that include privatization
of the Government’s environmental remediation responsibilities. With the
necessary assurances in place, impressive cost-savings have been achicved
through the private sector’s combined remediation and redevelopment actions.
GSA expects even greater streamlining of cleanup and redevelopment on former
federal properties through the continued sophistication of the brownfields

marketplace.

8. As you know, last October the House Government Reform Committee approved
a bill, “the Federal Real Property Disposal Pilot Program and Management
Improvement Act.” This bill would expedite the disposal of federal excess, surplus,
and underperforming real properties through a five-year pilot program; and codify
the Federal Real Property Council.

a) Is GSA supportive of this legislation, and do you believe there are key
elements to efficient and effective property disposal that are missing from
this legislation? If so, what are they?

GSA supports the goals embodied in the “Federal Real Property Disposal
Pilot Program and Management Improvement Act." However, while we
understand the reasons why the return of proceeds incentive is low (only 10% in
H.R. 3134), GSA is concemned that such a low incentive, coupled with a cap on
the percentage of proceeds that can be used to cover the disposal costs, will not
overcome the budgetary hurdle most agencies face when they consider the costs

to excess and dispose of underutilized real property.
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Questions and Responses for the Record from
James M. Sullivan, Deputy Director,
Office of Asset and Enterprise Management,
U.S. Department of Veterans Affairs

February 6, 2006

Hearing entitled, “Big Ticket Waste: Are Empty Federal Buildings
Emptying Taxpayers’ Wallets?”

Question 1: Mr. Goldstein’s testimony states that there are many stakehoiders
interests involved in how the federal government carries out its property
acquisition, management, and disposal.

a) What would you say is the biggest stakeholder interest, whether it is
members of Congress, local governments, advocacy groups, the
general public-that hinders your agency from carrying out property
disposal in an efficient, cost-effective manner?

Response: The Department of Veterans Affairs (VA) has a number of
stakeholders (e.g., other Federal Agencies, veteran service organizations
(V80s), veterans, Congress, state and local politicians and governments,
neighboring land owners, local labor unions, community activists, and federal,
state and local historic preservation communities that have a legitimate interest in
VA projects. Under the enhanced-use leasing program, stakeholders are
afforded the opportunity to express their interest through direct contact with VA,
This may be done through the public hearing process (mandated under 38
U.S.C. § 8163) or through the stakeholders own initiative. VA’s Capital Asset
Realignment for Enhanced Services (CARES) process seeks stakeholder input
at public hearings with a local advisory panel, where the public is invited to
submit written and oral comments. VA's experience has been that the comments
received from stakeholders for the most part have been relevant, insightful, and
constructive. Stakeholder interest also is necessary in meeting our
environmental assessment responsibilities under the National Environmental
Policy Act, 42 U.S.C. §§ 4321-4370d.

Veterans are VA's biggest stakeholder. VA's overall stakeholder interests vary
by individual proposal. Each enhanced-use leasing proposal requires a public
hearing to provide stakeholders the opportunity to express suppont, opposition, or
clarification regarding the project. Veterans, Members of Congress, local labor
unions, and advocacy groups, etc. all attend these meetings. VA has found the
stakeholders most involved in the VA public hearing comment process to be
veterans, VSOs, followed by local government(s). VA believes that stakeholders’
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insight, advice, and assistance is a critical element of VA's enhanced-use leasing
program.

VA also works to be in compliance with Section 106 and 110 of the National
Historic Preservation Act (NHPA) and address the comments made by other
stakeholders whose mission it is to preserve historic property.

Question 2: GAO has reported that public-private partnerships might be a viable
option for redeveloping obsolete federal property when they provide the best
economic value for the government, compared with other options, such as
federal fimancing through appropriations or sale of property. This authority
appears to be an important tool for effectively and efficiently managing the
Department of Veterans Affairs’ real property portfolio.

a} When did VA request enhanced-use authority from Congress, and
what were the reasons for requesting such authority? In other words,
what were the conditions of VA's real property portfolio that caused
you to consider this option?

Response: VA's enhanced-use leasing statute (38 U.S.C. §§ 8161-8169) was
originally authorized in August 1981, and is now in effect through December 31,
2011, The enhanced use authority provides VA with a valuable mechanism to
leverage its underutilized assets to provide for the preservation and improvement
of those assets, as well as to acquire in exchange, needed goods, services,
facilities, and/or revenue not readily available through the budget approptiation
process. Revenues received from our enhanced-use leases are redirected
towards services to our nation's veterans. VA is interested in ensuring the
authority is reauthorized, as well as made permanent, prior to the 2011
expiration.

b) Please explain, in detail, how a typical arrangement with a private firm
is carried out.

Response: The comerstone of VA's enhanced-use leasing authority is the out-
leasing of underutilized properties and facilities to public or private sector entities
to enhance the property and provide improved benefits and services through
cash and/or in-kind consideration (e.g., space, services, construction) to VA. The
following are the typical steps in an enhanced-use lease project:

1. VA medical center identifies available land and a potential use for
the land

Secretary reviews and approves the initial enhanced-use concept
VA medical center develops concept plan

Concept plan is reviewed and approved by central office

Statute mandated public hearing conducted

Solicitation and negotiation of the lease

oohwn
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7. Office of Management and Budget (OMB) review {(if the project
involves a leaseback with annual payments above the threshold
prescribed by OMB Circular A-11)

8. Statute mandated Congressional Notification (45 calendar day wait
period)

9. Execution of the lease

Question 3: How difficult is it for VA fo dispose of property that has been
designated as an historic landmark?

a) What are the greatest difficuities VA faces in adhering to environmental
regulations when disposing of excess property?

Response; The question refers to the term "historic landmark™. For the
purposes of answering this question, VA assumes that in the context of the
question, the term is intended to include all properties designated as historic
property under the National Historic Preservation Act (NHPA) by virtue of being
listed or eligible for listing on the National Register of Historic Places (National
Registry) by the National Park Service.

Summary Legal Background: Federal environmental regulations under the
National Environmental Policy Act (NEPA) include consideration of "cultural
resources” - defined as any properties or features that have intrinsic cultural
value - generally historic buildings, historic objects, historic landscapes, or
archeological sites. This requirement dovetails with the NHPA's requirements.

In NHPA, section 110 requires Federal agencies to inventory and evaluate all
real property, identify historic resources and list ther on the National Register;
section 106 requires Federal agencies to consider any undertaking's effect on the
igentified historic resources.

Compliance with Section 110 and Section 106 of NHPA must be completed prior
to transferring eligible or registered historic property from VA ownership. It may
also be necessary to complete archeological surveys before transfer. And,
consultation and negotiation with the local public, the Federal Advisory Council
on Historic Preservation (ACHP), respective State Historic Preservation Offices
(SHPOs), and/or Tribal Historic Preservation Officers (THPOs) regarding the
property's future must be completed prior o any such transfer.

VA acknowledges the important role the ACHP plays in preserving and restoring
our nation’s historic properties. As noted on page 3 of VA's previously-submitted
full, written testimony, in 2005 VA successfully consummated a 75-year
enhanced-use lease for a private sector entity's adaptive reuse of approximately
50 acres of land and 38 historic buildings at the Leavenworth, Kansas, medical
center. The Leavenworth siteé was originally ranked #2 on the National Trust for
Historic Preservation’s list, "America's 11 Most Endangered Historic Places
2000".
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b) Which laws make it most difficult to dispose of property in an efficient
manner meaning both time and cost-effective?

Response: NHPA's Section 106 compliance process, implemented by 36 CFR
Part 800 - "Protection of Historic Properties,” requires VA to consult with
preservation stakeholders, in particular the individual State Historic Preservation
Offices as well as the ACHP to minimize and mitigate effects to the historic
resource. VA is required to consult with stakeholders and negotiate agreements
on future historic property usage and restrictions that work to strike a balance
between a reasonable financial return and the public interest.

Question 4: Please describe briefly VA's Capital Asset Management System
(CAMS) and how it works.

Response: VA’s Capital Asset Management System (CAMS) is VA’s portfolio
and performance management system. CAMS is an integrated Department-
wide system for all capital assets, extracts key data from several existing data
source systems and provides a comprehensive inventory of capital, including reat
property. It contains accurate and current asset inventory information. Quarterly
performance reports generated from CAMS will be used routinely in management
decision-making at the Deputy Secretary’s monthly performance review and by
the Strategic Management Council. This review provides an additiona! avenue for
improved information dissemination and more informed decision-making
concerning VA real property management. Field personnel as well as
headquarters will be able to use this information to identify areas of strength and
areas that may need improvement.

a) Was it developed from inside the VA, or cutside by a private firm?

Response: VA used ProSight, commercial off-the-shelf software, for CAMS,
The software was modified to adhere to VA requirements by a private-sector
integration team.

b) To your knowledge, are there other agencies that use the same or
similar system to analyze, monitor, and manage their capital assets?

Response: There are other agencies that use software for management of
information technology assets. VA has had many inquiries from other agencies
regarding CAMS. VA is aware that other federal agencies use other similar
products.
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Questions and Responses for the Record from
James M. Sullivan, Deputy Director,
Office of Asset and Enterprise Management,
U.S. Department of Veterans Affairs

February 6, 2006

Hearing on “Big Ticket Waste: Are Empty Federal Buildings Emptying Taxpayers
Wallets?”

Question 1: | understand from your testimony that the VA has just under 148 milfion
square feet of space and that about 7 million square feet is currently vacant.

{a) !s the space that VA is currently leasing to third parties included in the 148
million square feet?

Response: In FY 2005, the Department of Veterans’ Affairs (VA), owned
148,624,409 square feet of space in 5,301 buildings. Of its owned space, VA
outleased 4,485,995 square feet (3 percent) for use by others including academic
affiliates, non-profit organizations, and other organizations in return for in-kind
consideration complimentary to VA's mission and cash consideration of over
$900,000 in annual recurring revenue, as well as a one-time payment of $28 million.

{b} Do you know how much space the VA is currently leasing and how much of that
space is vacant?

Response: Currently, VA is direct-leasing 7,422 349 square feet of space for its
own use through 803 leases, of which a total of 8,165 square feet is vacant. The
vacant space comprises a fraction of five active, larger leases throughout the
country.

{c) How many total buildings are under the VA's control?

Response: In FY 2005, VA owned and controlled 5,301 buildings on 32,527 acres
of land at 300 locations.

(d) How much does it cost the VA each year to maintain the vacant space it
currently controls?

Response: Nationwide, in FY 2005, VA's costs to operate and maintain owned and
direct-leased assets were equivalent to $4.98 per square foot, based on Federal
Reat Property Council definitions, for a fotal fiscal year 2005 cost of $758,867,828.
However, the cost for vacant space is between $1-2 per square foof, to mothball and
protect the infrastructure of these buildings for the safety and security of the VA
medical center community.
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Question 2: In your testimony, you discuss at length the VA's efforts to lease out
vacant property.

{a) Is this autharity you have to negotiate leases something unique to the VA?

Response: VA's enhanced-use (EU) leasing statute (38 U.5.C. §§ 8161-8169) was
originally authorized in August 1891, and is now in effect through December 31,
2011. Other agencies also share this unigue authority such as the Department of
Defense and the National Aeronautics and Space Administration (NASA). The EU
authority provides the Department with a flexible and valuable mechanism to
leverage its underutilized assets, for which the agency has a continued need, to
provide for the preservation and improvement of those assets, as well as to acquire,
in exchange, needed goods, services, facilities, and/or revenue not readily available
through the budget appropriation process. Revenues received from our EU leases
are redirected towards services to our Nation's veterans. VA is interested in
ensuring its authority is reauthorized, as well as made permanent, prior to the 2011
expiration.

{b) How has the management of your vacant or under-used property improved since
you received #7?

Response: Since the EU leasing authority was authorized in 1891, VA began the
Capital Asset Realignment for Enhanced Service (CARES) process. VA uses its
CARES "blueprint” to identify underutilized and unneeded assets. VA then follows a
prioritized tier approach, pursuant to the Department's policy for "Managing
Underutilized Real Property, including Disposal,”" to determine the most appropriate
mechanism for managing such assets consistent with VA's mission needs as refined
in the CARES process. The approaches to dealing with the identified assets, in
order of highest priority, are as follows:

+ Offering underutilized property to other VA entities and other federal agencies

+ EUleasing

s Use of Sharing Agreements, Licenses, Outleases, Permits, and Easements

« Transfer through EU disposal, Capital Asset Fund transfer authority, State
Extended Care

» Like-kind exchanges of property

e GSA disposal

Additional options, which may include mothballing and demolition, with or without
deconstruction

VA's experience has shown that sharing agreements and EU leases are the most
effective mechanisms for reducing spending on these assets and generating
revenuelin-kind consideration for veterans (not to mention increased tax receipts for
the local community). By transferring the responsibility for maintaining this space to
another party, these mechanisms provide the Department with significant costs
savings and avoidance.
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Over the past 14 years, VA has awarded 47 projects through the EU leasing
authority. An additional 100 initiatives are being studied, of which 45 projects are
currently "active.” At the close of FY 2005, VA generated revenue from 4,971,815
vacant or underutilized square feet and increased revenue-generating space by
1,035,205 square feet from FY 2004 to FY 2005 through EU leases, outleases, and
inter-agency agreements.

Question 3: Does the VA ever seek to seli off vacant property?

Response: Yes, as referenced in Question 2.b. above, we consider different
approaches to disposal to manage underutilized capacity per VA policy, "Managing
Underutilized Real Property, including Disposal.” As VA implements the CARES
recommendation, we will use all available tools, including disposal, to reduce our
unneeded and underutilized inventory of space.

One example of VA disposal involved the Veterans Integrated Service Network
(VISN) 12 in Chicago. The VISN implemented a CARES realignment decision in
January 2005, for a 75-year EU lease of two parcels of land totaling 3.8 acres at
VA's Lakeside campus to Northwestern Memorial Hospital (NMH). VA realized $28
million upon signing the lease. in October 2005, after the Secretary determined that
the two parcels were no longer needed by the Department, VA, per 38 USC. §
8164 and applicable lease terms, disposed of them to NMH in exchange for an
additional $22 million. This is an example of a very successful leasing and disposal
of underutifized VA property. These transactions resulted in a demonstrable
improvement of services to eligible veterans by permitting VA to offset the cost of
implementing CARES in the City of Chicago and other locations, and avoid future
maintenance of aging health care facilities. This also ensured the continuation of
quality medical care for Chicago area veterans through VA's use of monetary
consideration from the Lakeside EU lease to fund additional FY 2006 capitai
improvements.

{b) s it generally easier to find someane willing to lease an old VA building
than it is to find someone wiliing to buy one?

Response: VA currently has no empirical data for this comparison. The EU
leasing authority has provided VA with a valuable mechanism to leverage its
underutilized assets to provide for the preservation and improvement of those
assets, as well as to acquire, in exchange, needed goods, services, facilities,
and/or revenue for improving services o our Nation's veterans. While the EU
leasing program is one vehicle for managing excess property, its full potential as
a capital asset management tool is realized when we use this authority to
leverage our assets {0 acquire some needed commodities, VA may lease
underutilized property on a long-term basis to non-VA users for use compatible
with VA's mission.

In addition, the Department is implementing a VA Site Review initiative that will
review all of VA's underutilized assets and identify their associated
encumbrances. Next, the Site Review Board established under the initiative will
identify packages or bundles of assets available for disposal, including enhanced-
use lease, to private sector developers in exchange for funds supporting VA's
capital needs.
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Questions for the Record from Senator Thomas R. Carper

“Big Ticket Waste: Are Empty Federal Buildings Emptying the Taxpayers’
Wallets?”

February 6, 2006

Questions for Mr. Samra, Postal Service:

1. The commission President Bush put together a few years back to study
the Postal Service found that the Postal Service has more processing
capacity than it needs. They also found that processing productivity often
varies from plant to plant because the Postal Service is still using older
facilities that often cannot fully accommodate the newest, most state-of-
the-art processing equipment.

I know that the Postal Service is currently building a brand new, single-
story processing facility just outside of Philadelphia. s this facility the
model for what the Postal Service would like to do around the country?
What does a facility like the new one in Philadelphia allow the Postal
Service to do with respect to cutting costs and finding efficiencies?

Improving operational efficiencies is one of the leading transformational
strategies of the Postal Service. The agency is focused on capturing
improvements from reviewing existing equipment and technology, and
targeting new investments to further drive productivity gains. The Postal
Service is examining facility capacities to consolidate operations and to
transition from overlapping single-product networks to an integrated
multi-product network. As a cost saving initiative, the Postal Service will
focus on expanding its standardized processes, as well as to continue its
focus on finding savings in equipment, technology and facilities.

2. You mention in your testimony the Postal Service’s efforts to expand
customer access to alternate retail options such as automated equipment
and the Postal Service's own web site. I'm sure you can still go into any
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post office in Chicago, however, and see people standing in line to mail a
package or buy a book of stamps.

Does the Postal Service have a set of goals and timelines in mind for
expanding alternate retail and making the public aware of it? Is the hope
that alternate retail will just make lines shorter or will it replace post offices
and make new post offices in growing communities less necessary?

Throughout its history, especiaily in recent years, the Postal Service
has been initiating efforts to make postal services more accessible
and easy to use.

Transformation initiatives enabled the Postal Service to greatly
enhance and expand access to products and services. As a result of
a number of innovative new solutions and improvements to
traditional services, customers now have more ways than ever to
transact postal business. By taking advantage of the power of the
Internet and the reach of its delivery network, the Postal Service
provided customers with a new level of access to products and
services.

Through our website, www.usps.com, customers can obtain a
number of services, such as buying postage, shipping items, and
arranging for the Postal Service to hold their mail. We have
promoted these services in various media, primarily through print
advertisements and television commercials.

Click-N-Ship is the Postal Service's quick, easy, convenient online
shipping service available on www.usps.com to allow users to create
and pay for shipping labels for Express Mail®, Priority Mail®, Global
Express Mail™ and Global Express Guaranteed® with postage using
their credit card, personal computer, and printer - or without postage
for no fee. Our Automated Postal Centers ({APCs) - self service-
kiosks in postal retail lobbies - provide further customer
convenience.

For many years, the Postal Service had provided alternate locations,
called contract Post Offices, to make postal services more
accessible, at less cost, in areas where it is not feasible to establish
a Postal Service-operated facility.

Nevertheless, we recognize that many of our customers do not have
Internet access, or just prefer to go to a Post Office. Moreover, some
special services cannot be obtained through the Internet. We do not
envision the elimination of Post Offices, which not only provide retail
access throughout the nation, but also remain integral and
necessary presences in many communities.
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The Postal Service has been very successful in improving service
under Transformation, even as it has reduced operational costs.
Postal customers now have more consistent and reliable mail
service, easier access to products and information, and many more
options for using the mail to maintain business and personal
relationships.

. You also mention in your testimony that, as technology improves and your
needs change, the Postal Service will be looking to consolidate existing
processing facilities. I'm interested in this issue because, in Delaware, we
have only one postal processing facility in the entire state. It's located
about a half hour from the new Philadelphia plant | mentioned eatrlier. |
don’t think the Postal Service can consolidate our plant with the
Philadelphia plant, mostly because of the massive amount of mail that
comes into Delaware every day because of our banking and credit card
processing industry. | know that some banks drive trucks to our plant
throughout the day every day of the week to pick up their customers’
payments.

Closing our plant, | believe, would not only impact our postal employees
but would be a big hit on one of the pillars of our state's economy. It
would also lead to the loss of the Delaware postmark. | don't need you to
comment on the future of our Delaware plant, Mr. Samra, but | would like
to ask you if the Postal Service — because of its service mandates - takes
factors other then dollars and cents and perceived efficiency gains into
account when making decisions about whether to close or consolidate a
facility.

Over its more than 30 year history, the Postal Service has used a
nationwide program called Area Mail Processing (AMP) to improve
the efficiency of our operations. The AMP process considers many
factors before making any operational or personnel changes.

Mail originating at selected Post Offices within a geographic area is
collected and transported to a central facility for processing, using
sophisticated automated and mechanical equipment such as the
Advanced Facer Canceler System (AFCS), Bar Code Sorters

{BCS), Optical Character Readers (OCR), and Multi-position Flats
Sorting Machines (MPFSM). The cost and space requirements for
this equipment make it impractical for us to install it in each of the
38,000 Post Offices across the country.

Centralizing Area Mail Processing operations has contributed
substantially to controlling our costs. Because mail volume has
increased significantly each year for the past several years, we
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would have had to increase our work force considerably to meet our
service obligation to our customers if we hadn’t centralized our
operations. Increased work forces translate directly into increased
costs, and you would see substantially higher postage rates without
Area Mail Processing.

Incidentally, because we know how important community
identification is to our customers, our Post Offices have a collection
box or a lobby mail drop specifically provided for a local postmark.

Before an AMP can be implemented, a study is conducted to analyze
the feasibility of relocating processing and distribution operations,
as well as necessary support functions, from one location to
another. The study examines the impacts on employees, the
community, and customers, and considers the AMP’s effect on
service, costs, productivity, and future strategic initiatives.
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